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The Select Committee on Ontario Hydro Affairs was appointed on 
November 24, 1977, with Mr. Donald C. MacDonald, M.P.P. (York South) as 
Chairman, to study several matters concerning Ontario Hydro. In conformity 
with its terms of reference which are included as Appendix A, the Committee 
was planning to begin an investigation of the construction of two heavy water 
plants at Bruce in January of this year. 


On December 19, 1977 the Premier of Ontario informed the Chairman 
that Ontario Hydro had been negotiating with Rio Algom/Preston Mines 
Limited and Denison Mines Limited for long term uranium supplies from 
Elliot Lake. Negotiation with Denison had recently been finalized ; negotiations 
with Rio Algom/Preston were close to completion. When both contracts were 
signed, and reviews by consultants for the Ministry of Energy completed, the 
Premier informed the Chairman that the Government proposed to send the 
documents related to both contracts to the Chairman for consideration by the 
Select Committee. The Premier wanted the Select Committee “to confirm 
that entering into the agreements is in the public interest of Ontario’. Appendix 
B is the full text of the letter from the Premier. 


Over the past seven weeks the Committee held twenty-nine meetings. 
It heard from forty different witnesses, including the Premier of Ontario, 
two Ministers of Energy, a representative of the Government of Canada, 
officials of Ontario Hydro and many experts from throughout North America, 
some representing Ontario Hydro, some the Ministry of Energy, with others 
appearing as independent witnesses to the Committee. Appendix C lists the 
various witnesses who appeared. In addition, some 60 exhibits were filed, 
several contained numerous individual documents and reports. 


After the Committee had heard from the witnesses the staff presented its 
conclusions, summarizing and synthesizing the evidence and recommending that 
the Committee confirm that the contracts are in the public interest. The 
transcript of the staff presentation and clarifying questions from the Committee 
is included as Appendix D and the slides used by the staff in the presentation, 
as Appendix E. 


Following the staff presentation, the Committee met to consider possible 
recommendations. Three motions were tabled and debated—one from each of 
the three parties. The main arguments supporting the three motions are 
appended in the order in which they were tabled as appendices F, G and H. 
None of the motions received the majority support of the Committee and the 
Premier of Ontario was so informed by the Chairman on February 23. The 
letter from the Chairman to the Premier is included as Appendix I. 


- 
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APPENDIX A 
On motion by Mr. Welch, seconded by Mr. Kerr, 
Ordered, That a Select Committee of the Legislature be appointed: 


First, to inquire into the cost of construction of the two heavy-water 
plants being built by Ontario Hydro at the Bruce Nuclear Power Development, 
and report to the Legislature on all factors affecting cost, such examination to 
include but not be limited to: 


(a) The requirements for heavy water, the original estimates of the cost 
of the plants and the contract signed with the Lummus Company of 
Canada for the construction of the plants and the conditions placed 
on the contracts for Canadian content; 


(b) The change in the scope of the work required due to changes in plant 
design after the original estimates were completed; 


(c) The effect on the total cost of the plants and their construction 
schedule due to the cancellation of the fourth plant known as plant 
se ete 


(d) The factors affecting any additional costs incurred by the contractor 
and Hydro for the supply of major equipment, structural components 
or other supply items; 


(e) The factors affecting escalation of sub-contracts placed by the con- 
tractor or Hydro for work related to the construction of the plants; 


(f) The factor affecting labour costs for construction of the plant including 
escalation of labour rates, work stoppages, union jurisdictional disputes, 
and the shortage of any labour skills required for construction ; 


(g) The effect of interest rates, and foreign exchange rates on the overall 
costs of construction ; 


(h) The administration of the contract by Hydro and the control methods 
used to monitor and minimize the cost, 


and to prepare and submit a report for the Legislature upon the conclusion of 
this inquiry. 


Second, to review the implementation of the recommendations of the 
Select Committee of the 30th Parliament which examined Ontario Hydro’s 
proposals for bulk power rate increases for 1976; such review to include 
consideration of Ontario Hydro’s status reports tabled by the Ministry of 
Energy. 


Third, to examine Ontario’s nuclear commitment, taking into account the 
report and recommendations of the Royal Commission on Electrical Power 
Planning and Ontario’s Energy Future, such examination to include but not 
be limited to: 
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(a) Ontario Hydro’s system planning strategy for adopting nuclear power 
and, in particular: 


§ Large v. small generating stations ; 
§ Remote stations v. sites close to urban areas; 


§ The ratio of nuclear-fueled generating stations that should be 
built in comparison to fossil fueled stations, keeping in mind 
security of supply and cost differentials ; 


(b) The economics of nuclear power v. generation from other primary 
fuels ; 


(c) The performance and reliability of nuclear generating stations; 


(d) The responsibility for, and the standards relative to the safety of 
nuclear generating stations; 


(e) Environmental impact and health considerations related to nuclear 
power. 


And that the Select Committee may prepare and submit interim reports 
for the Legislature and shall prepare and submit a final report before the end 
of December, 1978, and that the Select Committee may request such coverage 
of its proceedings by Hansard and the printing of such papers as the Committee 
deems appropriate; and the Committee shall have authority to sit during 
the interval between sessions and have full power and authority to employ 
counsel and such other personnel as may be deemed advisable and to call 
for persons, papers and things, and to examine witnesses under oath and the 
Assembly doth command and compel attendance before the said Select 
Committee of such persons and the production of such papers and things as 
the Committee may deem necessary for any of its proceedings and deliberations, 
for which the Honourable Speaker may issue his warrant or warrants; and 
the Committee shall be composed of 14 members as follows: Mr. MacDonald 
(Chairman), Ashe, Foulds, Gigantes, Haggerty, Handleman, Jones, Kerrio, 
Lane, Leluk, Nixon, Reed (Halton-Burlington), Samis and Williams*. 


* Messrs. Handleman and Lane were subsequently replaced by Messrs. Belanger and McNeil 





—c? APPENDIX B 


Ontario 





Parliament Buildings 


The Premier 
of Ontario 


Queen’s Park 


Toronto Ontario 


December 19, 1977 
Dear Donald: 


Since 1974, Ontario Hydro has been 
negotiating with Rio Algom/Preston Mines Limited, 
and Denison Mines Limited, for longer-term 
uranium supplies from Elliot Lake, to meet its 
requirements and its obligations under Federal 
Government policy guidelines. 


Negotiations with Denison have now 
been finalized and a contract has been signed by 
Ontario Hydro subject to approval by Order-in- 
Council. Prior to seeking the approval of the 
Lieutenant Governor-in-Council, however, the 
Ministry of Energy undertook a detailed review 
of the Denison contract, with the assistance of 
independent consultants, and has concluded that 
the overall terms and conditions are favourable 
to Ontario Hydro, and are in the general public 
interest. Accordingly, the Minister of Energy is 
prepared to recommend that an Order-in-Council be 
issued under the authority of Section 24 of The 
Power Corporation Act authorizing Ontario Hydro 
to acquire the supply of uranium. 


While all the terms of the contract 
with Rio Algom/Preston have not yet been finalized, 
it is expected that they will be settled in time 
for the Ministry's consultants to complete their 
review of it early in January. When the Ministry 
review is complete and the second contract signed 
by Ontario Hydro (subject again to approval by 
Order-in-Council), the Government proposes to send 
the documents related to both contracts to you for 
consideration by the Select Committee which you 


chair. 
rae a 
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Given the need to supply nuclear 
fuel to existing and committed reactors in 
Ontario, and because of the size of these 
contracts and their: implications torithe peopic 
of Ontario, I should like the Select Committee 
to consider the’ findings of the consultants 
retained’ bythe Ministry of Energy inorder, co 
confirm that entering into the above agreements 
is in, the) publiie imterest of Ontaric 2 iiese 
findings were based on a consideration of the 
world uranium outlook, the Federal Government's 
uranium policy guidelines and a comparison with 
other. uranium, supply. conpracts. 


It would be my hope that this review 
could be undertaken as quickly as possible and 
be completed before the end of February 1978. 


The prime. responsibility tom praise 
ing details of the contracts (oO .tne wolerc 
Committee would rest with Ontario Hydro. 


I can assure the Select Committee of 
the full and complete cooperation of both Ontario 
Hydro” and the Mintsrry Or "Energy: 


VOUS.) Sie ee 


a } 
f 


i Pe 







Nerenenll , 
William G. Davis 


Mr: Donald €.,MacdDonald, MyP.P..., 
Chairman, 

Select Committee on Hydro Affairs, 
Room #212, Legislative Building, 
Queen's Park, 

Prono, Cer ee 
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APPENDIX C 
Witnesses appearing before Committee : 


Government of Ontario: 


Hon. W. G. Davis, Q.C. Premier 

Hon. JAMEs A. TAYLor, Q.C. Then Minister of Energy 
Hon. REUBEN BAETZ Current Minister of Energy 
MALCOLM ROWAN Deputy Minister of Energy 
PETER LAMB Executive Coordinator 


Ontario Energy Corporation 


Government of Canada: 


Dr. O. J. C. RUNNALS Senior Advisor 
Uranium & Nuclear Energy Depart- 
ment of Energy, Mines & Resources 


Ontario Hydro: 


ROBERT TAYLOR Chairman 
MILAN NASTICH Vice-President, Resources 
JOHN MATHEW Director, Fuels 


Witnesses Appearing for the Ministry of Energy—(in order of appearance) : 


Dr. J. E. HOGERTON S. M. Stoller Corporation, New York 
Dr. J. GINGOLD S. M. Stoller Corporation, New York 

W. A. MacDona_p, Q.C. MacMillan Binch, Toronto 

W. K. McDERMOTT MacMillan Binch, Toronto 

JOHN F. UTLEY Deloitte, Haskins & Sells, Washington 
HOWARD LYONS Deloitte, Haskins & Sells, Toronto 

E. R. JOHNSON E. R. Johnson & Associates, Washington 


Witnesses Appearing for Ontario Hydro—(in order of appearance): 


A. J. MacInTosu, Q.C. Blake Cassels & Graydon, Toronto 
E. L. DONEGAN Blake Cassels & Graydon, Toronto 
G. F. G. PooLEy Blake Cassels & Graydon, Toronto 


Denison Mines Limited: 


J. KosTuik President & Chief Operating Officer 
E. B. McCONKEY Vice-President, Finance 

N. O.BRIEN Vice-President, Minerals & Marketing 
J. A. MULLIN Fraser & Beatty 


Preston Mines Limited: 


GEORGE R. ALBINO Vice-President, Director 

TED CHEESEMAN Vice-President, Underground Mining 
Operations 

ALAN LOWELL Vice-President, Minerals & Marketing 

RONALD J. Rotts, Q.C. Fasken & Calvin 


RoBERT L. SHIRRIFF, Q.C. Fasken & Calvin 


LZ 


Other Witnesses—(in order of appearance): 


GORDON RK; BAbG Gb AD Databank Systems of Canada Limited 

Dr. D. J. LAcRAW Professor, University of Western Ontario 
School of Business Administration 

Dr. PAuL F. DONOVAN Donovan, Hamester & Rattien 
Washington, D.C. 

Louis H. Roppis, JR. Donovan, Hamester & Rattien 
Washington, D.C. 

Dr. Hans L. HAMESTER Donovan, Hamester & Rattien 
Washington, D.C. 

JAMES V. NEELY Nuclear Power Consultants, Inc. 
Washington, D.C. 

Dr. JULIAN A. STEYN International Energy Associates Ltd. 
Washington, D.C. 

MR. SINCLAIR STEVENS, M.P. Member of Parliament 

Mr. MICHAEL ANTHONY Assistant to Mr. Stevens 

PETER Moss Consolidated Research Inc., New York 


STEPHEN ZORN Consolidated Research Inc., New York 


APPENDIX D 


TRANSCRIPT OF THE STAFF SUMMARY 
PRESENTATION 


FEBRUARY 20, 1978 





SELECT COMMITTEE ON ONTARIO HYDRO AFFAIRS 


MONDAY, FEBRUARY 20, 1978 


AFTERNOON SESSION 





THE NAMES OF MEMBERS AND STAFF OF THE SELECT 
COMMITTEE, AND WITNESSES SCHEDULED TO APPEAR, 


MAY BE FOUND AT THE END OF THIS TRANSCRIPT. 
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(Chairman: Mr. D. C. MacDonald) 
SELECT COMMITTEE ON ONTARIO HYDRO AFFAIRS 
The committee resumed at 1:35 P.M. 


My. Chairman: Staff has a number of exhibits to formally enter and then 
we will get ready to listen to their scintillating presentation. 


Mr. Schwartz: Couldn't have put it better myself. 


My. Fisher: Scintillating and titillating 
scintillating, brilliant, definitive statement. 


Mr. Schwartz: Right. During the week all the members received a package 
of documents that we have marked for convenience sake as exhibits, I just 
want to quickly read them into the record so that the record is complete. 
Exhibit 51 was a letter dated February 14, 1978 and addressed to Stephen B. 
Roman, Chairman and Chief Executive Officer of Denison Mines Limited, from 
myself regarding the statements which were attributed to Mr. Roman and 
reported in the press. Exhibit No. 52—I was just told that that batch starts 
at 47, so I'll have to go backwards, as always. Exhibit 47 was a letter dated 
February 13, 1978 to myself from Mr. O’Connor of Ontario Hydro and it 
was in reference to the Ontario Hydro load forecast, the new one, that’s 
Exhibit 47. Exhibit 48 is a letter dated February 13, 1978 to myself from 
Malcolm Rowan, Deputy Minister of Energy, with copies of certain correspond- 
ence, one dated January 23, 1975 from Mr. Bernier to Mr. McKeough and 
Mr. Timbrell regarding uranium export contracts, and another of February 26, 
1975 and another of March 24, 1975—all that formed Exhibit 48. Exhibit 49 
was a letter dated February 13th to Donald C. MacDonald, our Chairman, 
from Mr. MacIntosh of Blake, Cassels with certain information requested by 
the committee during his testimony of January 25, 1978—and that’s Exhibit 49. 
Exhibit 50 is a letter dated February 14, 1978 to myself from Mr. O’Connor 
in response to a request by Mr. Reed on February 6, 1978 for information 
regarding whether or not Ontario Hydro calculates into its cost of electric 
power the cost of nuclear waste disposal. Exhibit 51 is the one I referred to 
earlier, the letter from myself to Mr. Roman. Exhibit 52 is a letter dated 
February 15, 1978 to Mr. O’Connor from myself requesting information regard- 
ing the involvement of Premier Davis or his office in negotiating the extension 
to February 28th. Exhibit 53 is a letter to Mr. Rowan, the Deputy Minister 
of Energy from myself requesting information regarding the role, if any, played 
by Premier Davis in establishing the price under the Denison contract, as well 
as the February 28th date. 


Exhibit 55 is a letter dated February 15, 1978 from Mr. Roman of 
Denison Mines to myself in reply to my letter of February 14th regarding the 
February 28th deadline and the other comments he made. 


Exhibit 56—and we’re almost through these—is a letter dated February 
15th from Mr. Rowan to myself in reply to my letter of February 15th, 
requesting information regarding the role of the Premier; and Exhibit 57 was 
a letter dated February 15th from Mr. O’Connor to myself in reply to my 
request of Hydro to explain the February 28th date more clearly. 
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Now, there are two other items I would like to file with the committee 
just prior to our scintillating, brilliant, definitive comments—that is a letter 
dated February 17, 1978 from Ontario Hydro signed by Mr. Matthews, the 
Director of Fuels, who you know well, and addressed to Mr. Fisher; and that 
relates to the question that was addressed by Dr. Smith this morning—the net 
cost to Ontario Hydro of the delay from September 16th to February 28th, 
1978. That document will be marked as Exhibit 58. 


The final document that I would like to table as Exhibit 59 is a document 
that I received late Friday afternoon. There is a letter from Mr. Rowan to 
myself saying that the Minister feels that this will be of some interest to us. 
It is a telex sent by the Hon. Ruben Baetz to the Hon. Alastair Gillespie, 
along with a response from the Hon. Alastair Gillespie. I should tell you 
that the letter deals with the question of the possibility of a two-price system 
from the federal government. I'll read in part from Mr. Baetz’ telex because 
I know we're all interested in this issue. Starting on the first page—and I’m 
not going to go through it all—‘‘The comments made by some of the members 
during the course of the select committee review indicated that they may 
disapprove of the contracts and urge the Ontario government to call on the 
federal government to take action ensuring that uranium would be made 
available to Ontario Hydro on better terms than are available under the 
contracts’. He then goes on to quote from the letter of November 4, 1977, 
from Mr. Gillespie to Mr. (J. A.) Taylor and asks for a response as quickly as 
possible from the federal government. You'll be able to read that for your- 
selves. 


I will read, though, into the record part of Mr. Gillespie’s response: ‘‘With 
regard to uranium, the federal policy of 1974 was aimed at assurance of 
supply for Canadians. Pricing was addressed only to the extent that the 
policy stated that ‘such export approval will not normally be given if the 
pricing conditions for foreign customers are more favourable than those offered 
to domestic purchasers’. While later discussions were held on the possibility 
of a two-price system for uranium, numerous considerations mitigated against 
such a proposal. Among these were the strong opposition of the Saskatchewan 
government to such a plan, the need for a marketing board to implement the 
system, the minimal impact of nuclear fuel costs on the end customer of 
electricity, and the obvious benefits of a strong producing industry to the 
economy of Ontario and Canada as a whole. With this as background and 
having reviewed the situation once again, I can respond to your specific 
questions by saying that a two-price system for uranium is not being planned 
by the federal government. While changing conditions in the industry might 
require the formation of a marketing board at some future time, the existence 
of such a board would not necessarily affect the domestic pricing regime. Even 
if it did, there could be no assurance that it would result in a more favourable 
price nor security of supply situation than is now possible through the contracts 
awaiting your approval’’. 


Mr. Ashe: Hey, it’s from your fellows buddies in Ottawa. 


Mr. Schwartz: That’s going to be marked as Exhibit 59. This afternoon 
our presentation is going to take a little while. I want you to have a bit of 
patience with us and let us get through it as best we can before you start 
throwing the arrows and rocks and everything else in our direction. 
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Mr. Reed: (inaudible) 


Mr. Schwartz: I know. It’s the only thing that keeps me going. I didn't 
hear Evelyn (Gigantes) second that. 


Mr. Kerrio: (inaudible) 


Mr. Schwartz: Okay. Sit down and relax. Here we go. This is the feature 
of the month. 


My. Ashe: Is this rated? 
Mr. Fisher: Sorry, Let’s distribute these. Yes. 
Mr. Ashe: I means is the movie X-rated or general audience? 


Mr. Schwartz: 1 think it’s general audience, wholesome viewing. While 
they’re distributing it, why don’t we mark that as our next document? The 
Summary and Recommendations of the Staff to the Select Committee on Hydro 
Affairs Investigating Ontario Hydro’s Uranium Contracts with Denison and 
Preston, dated February 20, 1978, will be marked as Exhibit 60. 


Mr. Ashe: Nice round number. 


Mr. Fisher: Our counsel did that on purpose because, as you see, one of 
the things we say is ‘‘nearly 60 exhibits’ so we wanted there to be an error on 
the very first one. But anyway, what we wanted to do today was to do two 
things. One is to try and summarize and pull together a great deal of evidence 
that’s been presented to the committee. We counted 28 committee meetings 
with 40 witnesses, including this morning’s, and there are now exactly 60 exhibits. 
I think we’ll keep the lights on. It’s going to go on so long, we might as well. 


(Inaudible comments.) 


Mr. Fisher: As you know, a lot of those exhibits were multiple docu- 
ment exhibits, so we really have had hundreds of documents presented to us. 
I didn’t think there was any useful way to count how big the contracts 
were but I did weigh them on our scales and it turns out they’re three and 
three-quarters pounds; and for those people who are concerned with accuracy, 
the Denison contract is only one pound and three-quarters and the Preston 
contract is two pounds. So there you go. 


Mr. Samis: Wait until Columbo hears this. 


Mr. Schwartz: That will probably be one of the most important matters 
that was discussed (inaudible). 


Mr. Fisher: Yes. Don’t forget that. 
Mr. Chairman: What’s the world price per pound? 


Mr. Reed: 1 know now why the pulp and paper industry is so important 
to the governments of Canada and Ontario. 
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Mr. Fisher: That’s right. What we were going to do—in addition to a 
summary and synthesis of the evidence, what we wanted to do was to present 
our conclusions on whether or not it is in the public interest to issue orders 
in council approving contracts and also to comment on some other possible 
recommendations that the committee might want to make that would go 
along with anything you did there. And just so that nobody is in suspense, 
we will give you the punch line up front, which is that our conclusion over- 
all is that orders in council approving the contract are in the best public 
interest. And we have four broad reasons for it which we are going to 
elaborate in the remainder of the presentation today. They build up as we 
go one to four. The first one says we are really talking to the question of, 
does it make sense for Ontario Hydro to tie up substantial quantities of 
Elliot Lake uranium for Ontario’s needs? Whether they tie it up by con- 
tract or they tie it up by buying the mine or they tie it up by some regulation, 
does it make sense to take that step? We think it does. The second thing 
we do is we take a look at the contracts themselves, given the current state 
of leverage between buyer and seller in the situation, given the current state 
of expectations about what’s going on in the world and the current state of 
influence that various levels of government might have. It’s our conclusion 
that, given the current situation without any further changes, that the con- 
tracts are a reasonable balance of interests. Some people gave up one thing 
and some people gave up another and there is a reasonable balance of interest. 
The third area we look at is we consider some of the possible steps that 
government at one level or another might take to change the balance to 
ensure that the public receive a different share, presumably a better share, 
of the benefits of Ontario having substantial quantities of proven uranium. 
We look at, I think, the three main approaches that have been suggested 
by the committee right from the beginning, and our conclusion on it Is 
that each of those approaches has its merits, which we will discuss, and each 
of them leads to possible recommendations that the committee might make 
but that in each case, in each of the three possibilities, it makes more sense 
to approve the contracts to tie up the quantities and tie up the suppliers 
now and take whatever actions you are going to take later than it does to 
suggest you can do it in the other order. 


Finally, we are going to deal with the question of February 28 and 
what does February 28 mean. What powers does Denison really have in 
the situation and what is a reasonable guess about what they may or may 
not do? It is going to be our conclusion in that area that you are taking a 
very big risk if we let February 28 go by without a decision one way or another. 


Okay, so we’re going to deal with each of these in turn, and you will 
be surprised to know that we are going to start with the first. On the 
question of the reserves themselves, we are going to look at three different 
aspects of tying up the Elliot Lake reserves. The first thing we want to talk 
about was quantities. A number of questions have been raised about 156 
million pounds, 198 million pounds, 143 million pounds; there have been a 
lot of different numbers about quantities and whether these contracts are 
reasonable in relation to quantities that Hydro might need. We will talk 
about these and we will also in this case talk about some of the flexibility 
provisions of the contract and how they would work. 


18 


The second thing we are going to talk about is the forecasts of the 
future uranium markets and the range of views that have been presented 
to the committee on that, and we will present you, for what it is worth, with 
our own judgement of what you might consider after the range of views. 
And finally, we will look at the specific benefits to Ontario of purchasing in 
Ontario and in Elliot Lake. So, if we start with the first one, it’s the question 
of quantities, and the 156 million pound estimate. 


I think there are a couple of things that we should talk about immediately 
on that. One is where does the estimate come from? We had questions 
about 30 years; we had questions about capacity factors; we had questions 
about the possibility of thorium replacing uranium. I think the relevant 
exhibits here are exhibits 45 and 46. Exhibit 45 deals with the thorium 
question and comes to the conclusion that it is unlikely that thorium will 
replace uranium, at least before the end of the century, so that we're looking 
at uranium cycles between now and then. I think the implication of the latter 
is that then it would just begin to start and would gradually come in. 


The second question was the question about capacity factors and what 
kind of life we were assuming in these. I think that what we found was that 
the 156 million pounds was based on a 30-year life of each station so that the 
station, in fact, is assumed to stop at the end of 30 years. We will deal with 
that and whether that’s reasonable or not. 


The next thing is that there is not one capacity factor assumption. In 
fact, there’s a range of capacity factor assumptions that go from 72 per cent 
capacity factor in the case of Douglas Point to 81 per cent in the case of the 
two Pickering Stations. The bulk of it, well, Bruce A is 73 per cent and Bruce B 
is 77 and Darlington is 77. 


The last thing we did, in terms of verifying estimates, was to query 
whether the consumption rates in the reactors, the consumption rates that 
were being assumed were within the industry norms for what a Candu reactor 
should consume. We checked those numbers out and it turned out that 
they are right on where the industry assumes they were and where, in fact, 
the federal government, in its uranium guidelines, uses the same assumption 
for consumption of uranium. 


With all that, one of the benefits that you have of us having the weekend 
is that I spent Sunday doing these really beautiful charts that you see 
here. I present a bunch of charts that show the quantities in relation to 
some of these things. 


The first one here shows, and it goes off the chart but it starts where we 
have millions of pounds over there. It shows how the quantities, under the 
contracts, accumulate and then diminish over the life of the contract. This 
line at the bottom which is dotted through here is the Denison contract 
which ends with a sort of makeup quantity in the year 2011. Then, on top 
of that, we have the Preston amount of two million pounds which starts 
in 1985 and carries on through the whole period here and then is assumed 
to go at least to 2020 and, as I say, who knows, it may go beyond the ore 
reserves that have not been fully delimited, or delineated, I guess is the word 
they use. So that is the quantity. That’s the 198 million pounds. 
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The 156 million pounds number comes from this, if I can get it to 
line up. This black line shows the consumption of the plants up to Darling- 
ton assuming a 30-year life. You can see what happens here is that about 
1994 it starts to go down because the Douglas Point reactor has reached its 
30-year. Then it goes out here to the year 2003 when Pickering A drops off, 
and then it goes out to 2009 when Bruce A and so on, all the way out, until 
at the end, in the year 2017, if we have built no more reactors than those at 
the Darlington and if, in fact, they have a 30-year life, then we have no more 
need for uranium. You can see in here where the imbalance in quantities 
occurs, that we have the shortfall through the 1980s. I think we know that we 
have some contracts that essentially cover some of this part, but then we 
have the shortfall through the 1980s into about 1994. Then we have this 
large surplus through here which grows as reactors start to end their useful 
life: and then we have a small shortfall here, and then we have a surplus at 
the end again. 


Mr. Nixon: For part of that time the deliveries would be 100 per cent 
more than required. 


Mr. Fisher: Not 100 per cent. The highest number is 5,007,000 pounds 
and the highest delivery gets to eight million pounds. This number here is 
4,942,000 pounds and that is eight, so the difference is actually three million 
pounds. 


Mr. Nixon: But in 20102 


Mr. Fisher: Oh, I see, when we get out to here. The worst point would 
be here at 2010. 


In 2010 the quantity—that’s right—it gets worse than that. In the year 
2009 we need 2,101,000 pounds, and the contract at that time is still for 
eight million pounds. So it is between three and eight. It is five million excess. 


Ms. Gigantes: Under the Denison contracts the significant deliveries are 
starting in 1985? 


Mr. Fisher: Yes. 


Ms. Gigantes: In 1985 the gap you are seeing there in use is attributable 
to Darlington? 


Mr. Fisher: Yes it is two things really—Bruce B has reached maturity 
almost at that point and Darlington is starting to use substantial quantities. 
Yes: 


One of the things that has been considered is—what happens if Darlington 
is delayed? And I think the essence of that is that we move—it depends 
on how far and how long and so on. If Darlington is delayed three years, 
then what we have done is we have just taken this line and moved it out three 
years and it will not climb as rapidly in this point—it will reach its peak 
sometime in here—and then it will start to come down. It will go out to the 
year 2020. It will still be 156 million pounds—that doesn’t change; the 
quantities are the same for a three-year delay within the time we are looking at. 
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Another possibility and one that was raised by the Hydro people is to 
suggest that 30 years may not be the most realistic life expectation for 
reactors; that that is an accounting life that is used for depreciation purposes ; 
and that they expect that the reactors will in fact go on and be useful beyond 
30 years. 


What I did here, I did a 40-year life just as another number; so you 
could see that. What that does is shows, as the black line shows; I have 
just taken everything and stretched it out another ten years. If you add up 
that area under the curve you are now up to 204 million pounds; so you 
are in balance. But you will notice that while you are in balance in terms of 
totals you are not in balance in terms of deliveries because you have the 
surpluses in here and then you have a big shortfall out at the end. 


So I think this really leads to the last one which is that in essence, I 
guess It 1s Our view, the contracts are not entered into initially on the assump- 
tion that we are not going to build a plant beyond Darlington. That may 
happen, and there are flexibility provisions on the contracts to reduce the 
quantities if in fact that happens. But when you look at the contracts, 
I think that the realistic expectation that they have, anyway, when they 
enter the contracts is that there is a good chance that they will need more 
uranium than that. So what we have done here is just taken LRF 48 and 
made assumptions—I repeated the same kind of assumptions that they make 
about how fast reactors take to start up, and reach their equilibrium state and 
so on and I’ve just plotted out what it would all be if LRF 48 comes in. 
Now, the only reason the line stops climbing there is because I reached the 
bottom of my great big piece of paper; at that point we had all the reactors 
that are planned according to LRF 48 to come on stream by the year 2000, 
and that’s what happens with it; what happens from there, of course, depends 
upon on where we go after the year 2000. Do we carry on having nuclear 
reactors or do we have thorium reactors, or do we have no reactors, or do 
we all go into conservation. If we don’t need any more reactors after 2000 
that line will gradually come down. I think you should note that the amount 
of uranium that’s being considered if you go up on this line is quite large. 
I added it up to over 450,000,000 Ibs. It reaches a peak in the year 2000, 
it goes beyond 2000 to 16,300,000 Ibs. for that year. Very large quantities, 
if you were to go there. You can plot a million lines; you can conceive of a 
delay line where this line instead of being up there would come down like 
this or whatever. You know, your imagination is your only limit on the 
number of possibilities you might want to postulate in there and where it 
may go. It may end up right there, or it may end up right there. I think 
all we can see is that those are the limits. And the point about the quantities 
is essentially that they are somewhere in the middle of the two—well they’re 
not in the middle—they’re closer to the low end of the two possible extremes. 


Ms. Gigantes: Could I ask a question here, I don’t know if it is the right 
place and if it isn’t just tell me to wait on it. How does LRF 48 now relate 
to the load forecast report No. 780213? 


Mr. Fisher: 1 believe the information that we have is that LRF 48A 
is in the process of being rethought in conjunction with the load forecast. 
The information I think we also have is that to date as the load forecast has 
come down—and if you look at that load forecast, you’ll find that for several 
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years it’s been coming down, coming down, and coming down—is that to date 
it has been Hydro’s planning assumption that the decline in the load fore- 
cast impacts essentially the fossil plants which they use for the peaks because 
they still have a need for base load generation within that declining load 
forecast. Now, we understand that the generation plan is being rethought 
now, given the new load forecast, and all we can do is again say use your 
imagination to see what it may do. 


Ms. Gigantes: Can you remind us of the date on which LRF 48A was 
concocted ? 


Mr. Fisher: Gosh, it’s so long ago. It’s several years old. 
Ms. Gigantes: Would it be 1970? 

Mr. Fisher: No it’s after that. 

Mr. Schwartz: Well past that. 

Mr. Chairman: 1975. 

Ms. Gigantes: 1975. 


Mr. Nixon: Well, it was certainly based on a 7% growth factor, was it not? 


My. Fisher: It was at the time but then the 7% growth factor has 
eroded for the last few years and each year—it’s our understanding—that 
when they looked at the load forecast and their system expansion plan—it 
hasn’t changed their assumption of building a base-load nuclear generation. 
I think with this particular decline which is so dramatic, I guess, that they 
are now rethinking the pace at which they will be adding nuclear plants. 
I think if you ever looked at LRF 48 there are nuclear plants being added 
at a prodigious rate. There’s just an awful lot of them, up to four more after 
Darlington by the year 2000. No more than that, eight more after Darlington 
by the year 2000. So there’s a lot of room for a slow down and to still end 
up with enormous quantities of uranium. That’s right. So our conclusion 
on that is that Ontario Hydro will need sizeable quantities of uranium in the 
next 42 years. That is a reasonable thing to assess, although there 1s nobody 
that can say exactly how much. Nobody knows exactly how many will do. 


One of the things that we did have to look at was the question or the 
possibility that there will, in fact, be no more reactors after Darlington and 
they will have only a 30-year life. If that is the case, then we have to get 
down to what the basic need is. If the calculations which we did way back 
near the beginning are still true—that if we took the basic need and we 
subtracted these current contracts for 13 million that their new need is only 
143 million which is an excess of 55 million, and if we assume that they contract 
for 10 more million pounds in the 1980s, then the maximum excess gets to 
65 million pounds. If that’s what happens they will have to curtail. So 
what we have done is looked at the curtailment provisions of the contract. 
What would they do—and you'll see it as a blank here which I'll get to in a 
second. 
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Hydro makes the case, and it seems not an unreasonable case, that the 
most reasonable thing that Hydro would do if it turned out that there was 
excess uranium under the contract would be to resell the surplus. Most of 
the people who have estimated what the world markets are, have suggested 
that, at the worst, that the world price will be above our base price or this 
basic cost. Even if it’s only slightly below it would seem the most reasonable 
thing to do, given that there are costs of curtailing, would be to take the 
surplus and sell it for as much as you can get. But if it turns out that the 
surpluses are not saleable for any one of lots of reasons, then it would be 
necessary to exercise some of the flexibility provisions in the contracts in 
order to reduce the commitment. 


The Preston contract has got two important curtailment possibilities. 
One is it can be curtailed for up to 15 per cent for three years. But if we're 
assuming that nothing goes on after Darlington it’s more likely that they 
would take the second alternative which would be to cancel the contract 
which they can do on five years’ notice. 


The cost in that case would amount to, essentially, the capital that has 
not been repaid up until that time. 


The second area of flexibility is in the Denison contract and the Denison 
contract has more downward flexibility than the Preston one has, in the sense 
that there can be curtailments of up to 5 per cent, five times, of which no 
more than two can be temporary and no more than five altogether can be 
permanent. Those are not additive. You can either take all five as permanent 
or you can go two and three but you can never have more than five. But the 
end of that is that you can curtail by 25 per cent. 


The calculation which we left out, and it turns out to be the best one that 
we could get, we have tried to get different assumptions and different calcu- 
lations. There are a million permutations and combinations of how you can 
curtail, and under what circumstances, and would you, as we’re suggesting in 
here, if you knew that there was going to be surpluses, would you borrow from 
the federal stockpile, keep the contracts going and repay, or would you do 
something else? It’s hard to say. In the end, there was a calculation which 
was in Exhibit 4, item 5, sorry, Exhibit 44, item 5, in which they went through 
a set of calculations and ended up with an added cost of $1.33 per pound. 


Now the reason that we were trying to find a better way of doing it is 
that what is assumed in that curtailment is that we would curtail the quantities 
right to the line of the Darlington need. What happens when you do that is 
that it curtails it more in total than you would need. It curtails it for the 
period when we have surpluses but it also curtails it in the period at the tail 
when we would have wanted some. In the end, if you looked at that, they 
ended up only taking 122 million pounds. So that the curtailment cost, in a 
sense, is maybe larger than it might have been if you could have figured out 
another possible permutation or combination of it. 


Mr. Ashe: What you are really saying then is that in fact that’s the 
worst position? Other than cancelling right after the money has been advanced, 
of course. 
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Mr. Fisher: 1 don’t know because the problem is saying what would you 
do if you had taken uranium deliveries earlier. If you could think of some 
good way to take deliveries earlier, keep taking your deliveries, and somehow 
do something so you get credit at the end then I think you could say that 
number would be reduced. If you took the deliveries earlier and you had to keep 
them in a pile somewhere and pay your interest and storage then it’s probable 
that the cost would be greater (because the storage cost would be higher). 
So its somewhere in there, and in the end—what can I say? 


Ms. Gigantes: Does this stuff ferment ? 


Mr. Fisher: Does it ferment? It might make a good wine. You could 
age it for 20 years. The point is that there is flexibility in the contracts to 
reduce the surplus. There is a cost to that flexibility but the flexibility does 
remain, and if for some reason that there are no more reactors after Darlington 
and they only go for 30 years and all through we have considered the worst 
case assumptions, then the contracts can be curtailed. I believe there is also, 
if you take a one step worse case, which is that the Ontario government or 
some government doesn’t allow nuclear reactors to operate at all, then I believe 
the contract can be just cancelled outright. Is that not right? (That's right) 


So under all the worst, worst, worst, and so on, there are ways to get out, 
although with cost. I guess out of all that background we end up saying that 
the quantities are reasonable or we can substantiate the 156 million pounds; 
that it seems to be based on reasonable estimates; it is quite likely that they 
could use more; if they end up down here, there are ways to reduce the 
contracts. 


Ms. Gigantes: One other question on the $1.33 per pound. Is that just 
on the Denison contract or is that for both? 


Mr. Fisher: No it’s on both. And the way the calculation works out, 
there would be $43 million of advances, that would not have been repaid to 
Preston and would have had to be written off. And there would be an added 
cost of $120 million to Denison. So that the total insurance cost, if you will, 
is $163 million over 122 million pounds, which is your $1.33 a pound. That’s the 
added cost. 


The next set of questions related to whether it made sense to enter into 
these long-term contracts or even any long-term control of the supply whether 
you did it by buying or by contracting or anything, you are tying it up for a 
long period of time and that led to the question of what is going to happen to 
the world uranium markets. I think in this case there are three different 
groups of forecasts. I think going from greatest scarcity to least scarcity, 
at the greatest scarcity end was Dr. Robertson who made several reports 
available to us that he had given to Hydro. It was our view that he presented 
the scenario of greatest scarcity. Now, I hope we aren’t putting words into 
his mouth but our assessment of what he said was that the price could go 
up into very large numbers of which $100 is a possibility if in fact there is a 
great scarcity of uranium. The implication of that which came out very 
clearly in his reports was that it was of utmost importance for Hydro to 
secure supply. I think there was a second group of forecasts, which was 
essentially that supply is going to be tight but it’s going to be adequate; the 
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prices will essentially be controlled by the governments of the producer-nations, 
or maybe in this country the producer-provinces. There were a number of 
people who expressed different points of view around that: Hogerton from 
Stoller Corporation; Mr. (E. R.) Johnson who was working with Deloitte, 
Haskins and Sells of the ministry consultants; then there was Dr. Donovan 
and Mr. Roddis, who were with Donovan, Hamester and Rattien; and Mr. Neely 
who had come with them as their uranium supply expert; and then Mr. Steyn— 
who all had that general view. It will fluctuate up and down,.but in current 
dollars we’re looking at $40 to $45 per pound. It may go down a little; it 
may go up a little; but over time that’s the band in which it will operate. 
It was their conclusion that securing supply below a world-price number, which 
is going to be in that range, was a prudent thing to do. 


I have many, many quotes. I’ve got all of the statements of all these 
people. Maybe, just in terms if there are some extra ones that would be 
worth pointing out of people who weren't there, without going into those 
people, there’s the “‘Uranium Supply to 2000—Canada and the World” docu- 
ment of EM&kR, in which their conclusion is that ‘Supply forecast world of 
production levels beyond the early 1980’s—significant reserve additions will be 
required, largely through new discoveries’, and “‘the ability of Canada to 
remain an exporter, indeed its ability to meet long-term domestic needs, will 
depend on a massive and successful exploration effort over the next 10 to 20 
years’. 


In the whole area of supply and demand, I think you'll recall that people 
gave evidence on both sides of the question, on the supply question, the rate 
of discovery, the rate of new production and what rate one can reasonably 
assume it will be brought in; and on the other hand, they looked at the 
demand projections and said, ‘“‘What’s happening to nuclear power growth 
around the world’? So that throughout all of the various experts, when they 
were balancing those off, I think were balancing off both of those considerations. 
If we looked at the OECD report, and especially on the question of where are 
the resources going to come from, and the response to the question that was 
raised by some people about enormous quantities of uranium which may be 
discovered in various countries around the world or even in this country, 
I think all the experts who look at it do assume that there will be a large 
amount of production coming from places which now do not produce uranium, 
and they all take into account the enormous quantities of uranium, apparently, 
that are available in Australia. 


The other side of it is this question on the demand side, is what is going 
to happen to nuclear power. I think all the people have considered this and 
it’s very clear that the long-term forecast of demand for uranium for the 
nuclear power industry has been drastically reduced. The OECD, for example, 
has reduced its expectation of nuclear generation in the year 2000 from the 
area of 2,000 to 2,480 gigawatts down to 1,000 to 1,890 gigawatts. I think 
you'll remember that when Mr. Steyn was here, he reduced his estimate even 
further. 


I’ve got a million things and you probably don’t want to hear them all 
but I think there was a great deal of evidence in this area from the OEDC, 
from the experts that we brought in, from the Department of Energy, Mines 
and Resources and the feeling that what is going to happen in the world is 
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that there is going to be a much slower growth than had originally been 
expected for nuclear power; that even with that slower growth that sub- 
stantial finds of uranium would be required and substantial amounts of uranium 
mining must be brought into production. So there was a great preponderance 
of evidence in that middle area. 


There was, however, at least I think there were two forecasters who gave 
us a different forecast. Mr. Ball was one and Mr. Moss was the other. They 
assumed or forecast that there will be plenty of uranium available at lower 
cost than Elliot Lake and that, eventually, the price control which govern- 
ments have exerted will be broken. I think it was their expectation that the 
price could drop possibly even as low as $20) in terms of current dollars and 
it was their conclusion that there is no need to have such long-term commit- 
ments under those assumptions. I think because that forecast has such an 
impact on these contracts, although maybe not as much as they originally 
thought when you take into account the flexibility provisions, we have looked 
at that forecast in some more detail. 


In Mr. Ball’s forecast, there were two elements, two important elements 
that he took into account. 


The first one was that nuclear station development has fallen considerably. 
The second thing he said was that consumption rates were overstated. Every- 
thing is based on requirements and it’s not based on consumption and that 
he had added up the number of tons of uranium metal that had been delivered 
to reactors, and that the requirements far overstated the consumption numbers. 


We had two comments on that forecast. One was that the assumptions 
about nuclear station development falling has been taken into account by 
most of that middle group, what we’re calling the moderate group; most of the 
middle group have taken into account that fact. 


The second thing was that there was a fairly substantial error of quantities 
in the testimony that we got, which came about because in counting up the 
number of tons of uranium metal in the forecast that he gave us, he had not 
taken into account the amount of uranium that has to go to an enriching plant in 
order to have so many tons of metal come out the end, and that, in fact, he 
should multiply his numbers by about a factor of five in order to go from the 
number of tons of metal that go to a plant using enriched to the number of 
tons of uranium that has to come out of the ground. 


Mr. Ashe: A slight error. 


My. Fisher: The other different view that we got was from Peter Moss, 
who was with CRI, which was part of Commodities Research Unit, and he 
really had two assumptions. One assumption was that uranium is a young 
mineral in terms of exploration and in terms of exploitation and that more 
will be found. He also pointed to the fact that the new finds that have come 
on in the last few years have been cheaper than the deep Elliot Lake reserves. 


I think there were a couple of things about that that were important. 
One is, in terms of finds, I think it was clear that everyone we talked to was 
aware of all those quantities and aware of the rate of finding that will be 
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necessary. I think that wasn’t really a new thing. What was more important 
was the cost factor that he brought into account. 


One of the things that he did concede was that there will probably be 
no major price break until the 1990s because of the problem of production 
bottlenecks. If you recall, he really questioned the length of the contracts 
rather than any other part of the terms. 


Ms. Gigantes: I don’t like to keep interrupting but I’m curious about 
page 7. I think it’s important for us to get some perpsective on what we're 
doing here because I don’t see any good reason why you should set up 
Robertson as an extreme. I don’t see any difference in the implications of what 
he was saying from the implications of what the others were saying. You 
know what that amounts to it seems to me is setting up one group in the middle 
by somehow sticking Robertson at one end. 


Mr. Fisher: Well yeah; I think it was because in our view he had a far 
more conservative, if you will, view of the potential availability of uranium 
over the next 30 or more years than any one else did. He was the only one 
that presented us several times, and presented us with documents that went 
back to 1974, that continually showed the cross-over and a gap. I think 
every one else assumed that with the price where it was there was sufficient 
incentive for exploration and that we were going to maintain a balance. I 
think you see it in Mr. Hogerton, he starts his whole thing on supply and demand 
by saying “I looked at Dr. Robertson’s and his is more pessimistic than 
mine’. 


Ms. Gigantes: So it’s price really that makes you touch him (inaudible). 
Mr. Fisher: The unit price. 


Mr. Schwartz: Ms. Gigantes, look at the OECD document. They talk 
about two scenarios; one is closer to Dr. Robertson which is supply will be 
very tight very early; the other is closer to Mr. Hogerton, which says it will 
be tight but we’ll make it. What they conclude from this is that there are 
these two schools: and make the same conclusion that we have, that the 
bottom line for the two schools is what will happen to price. 


Ms. Gigantes: Good, thank you. 


Mr. Fisher: Anyway, I think what Peter Moss told us was that he thought 
that price would continue to be tight, supply would be tight through the 
80’s and if a break came it would come in the 90’s and eventually the key 
there would be breaking the government control of export prices that exist 
around the world. If you will recall his conclusion was that over a long 
period of time one cannot maintain a price level which is substantially above 
cost; and that there was some assumption that at some point that would 
break, depending on your assumptions about the cost of various levels of produc- 
tion. 


I think, then, that we have two things that we would like to say about 
that third forecast, because it is a possibility. 
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First of all, if the forecast is right and the price in fact does drop sub- 
stantially below the cost of production out of Elliot Lake, then I think the 
first thing to bear in mind is that there are provisions in both contracts to 
get out if the world price is substantially lower for a sustained period of time. 
If you recall in the Denison, it’s if the world price is below the base price for 
five years, that you can get out on two years’ notice. Now it’s a long time, 
but if there is a break in the 90’s or in the late 80’s, around 1990, what it does 
is that it does enable Hydro to get out either before, or just as, the really 
sizeable quantities are starting to come from Denison Mines. Of course in the 
case of Preston again, you can get out on five years’ notice. 


I guess the second conclusion is—really you can go one way or the other on 
this—if in fact it’s true that the forecast is right, then of course the projected 
profit is going to be substantially lower, it would be down to $5.00 a pound. 
Whatever your view on that is, that’s where it would be. The third con- 
clusion is—or the third thing we would like to say about that possibility of that 
forecast being right is if it is fact true that it may be that unless the world price 
is substantially below the base price, by a very large amount—that it may 
well be in Ontario’s interest to maintain a community at Elliot Lake anyway, 
and that you would still, in the public interest, let’s say for some number of 
dollars per pound of uranium given its total impact on electric power prices, 
that is still makes sense to maintain a viable community at Elliot Lake, 
whatever. So that’s on the assumption that the possibility that that forecast 
is right. On the other hand if the forecast is wrong, and I think the assumption 
of all sort of the expert evidence that we have is that is not the best forecast, 
but if it was true, and we followed that forecast by contracting up to, say, 1990 
or so, then there would be substantial risks. One would be that there could 
well be no protection from a world price contract, especially if the purchases 
had to be made outside Ontario. If those other forecasts are right, then 
there will be an even greater demand for uranium than we see today. And 
we don’t see where you would get price protection. And on the supply 
protection side, the only place you would get supply protection is by forcing 
the federal government to interrupt a long-term supply relationship which 
some producer has with one of our major trading partners. And it is not to 
say that that is impossible, but I think it is a fairly serious implication, 
serious kind of consequence to envisage. I think it is clear that if that were the 
case, it is very unlikely that Hydro would end up getting a price concession 
if that is the way they ended up getting their supply. 


Finally in this area is just to consider the question of whether you should 
be buying in Ontario in any event and looking at some of the benefits of that. 


There was an assumption that we shouldn’t have started by looking 
at Ontario, that we should have started by getting bids all around the world 
and going out and seeing where we could get it. Hydro’s point of view had 
been that it made more sense for them to tie up their initial quantities from 
proven reserves in Ontario. And I think there are some reasons for that. 


The first is that the potential disruptions to supply are minimized if it is 
purchased within one’s own jurisdiction. I think if you look at the situation 
in uranium where Canada has interrupted supply to Japan and Europe for 
international negotiating reasons—having to do with embargoes—-where Australia 
has interrupted supply with people who has contracts because the Labour 
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government decided they didn’t want to exploit uranium; I think you can 
see that there are real risks in crossing jurisdictions to get uranium. It is a 
sensitive material. So I think there are fewer risks—political risks anyway— 
of supply disruption if you are contracting in Ontario. 


I think the second and third points are in fact theoretically true whether 
Ontario buys uranium or whoever. We have been told we are looking at 2,500 
new mining jobs, plus construction jobs at the beginning plus the multipliers 
in northern Ontario; and we have a calculation from Ontario Hydro of a 
potential tax stream that has a present value to Ontario of almost $650 
million. As I say that that is theoretically true with export sales as it is 
with sales to Ontario Hydro, I think the difference would have to do with the 
long-term stability of those jobs and the potential tax stream as opposed to the 
shorter term export contracts, which are always liable to disruption. 


I think the fourth point which is important to us is that from what we 
can see, it may be that the only place in which substantial quantities of 
uranium can be bought at a discount from the world price—whatever you 
think of the world price—is in Ontario. The other place in Canada where 
there are quantities of uranium is Saskatchewan, and under their royalty 
scheme it is envisaged that the minister will deem a certain value on those 
contracts to be the fair market value and that is the value on which all 
royalties will be paid. So it seems unlikely, at this moment, that you would 
get quantities, from Saskatchewan anyway, at less than world price. 


We know from what Mr. Zorn said that Australia has announced that all 
exports will be at ‘‘world price’? whatever that is. So in terms of getting a 
discount, it is hard to envisage where else one would go. 


Finally, I think the last important point in terms of making some sense 
to be buying in Ontario, is that although Ontario as we have learned has no 
control over uranium, because it is in the federal jurisdiction, one of the things 
these two contracts do is give us in fact de facto control of two mines—the 
Stanleigh Mine and the Denison Mine. Neither of them can produce any 
more than is now scheduled for production, and it is all now tied up—at least 
until year 2011 in the case of Denison, and forever in the case of Preston. 


Ms. Gigantes: Why include that clause that permits other contracts then? 
(Not clearly audible) 


Mr. Fisher: From the Denison production? There are two pieces of 
evidence on it—well maybe it all comes from one place. There is further 
uranium in the Denison mine. There is, in fact, whatever it is about 25 per 
cent of it is left in the mine after the year 2011. On the other side, I think, 
is the statement of Dr. Robertson which is on page 9 of his.assessment of the 
Denison mine, where it is his opinion that no more uranium can be produced 
or that uranium cannot be produced at a higher rate from those mines than 
is envisaged under the contract. He doesn’t think any more can be done, 
and it’s on that that we are saying that’s all there will be. But I think it’s 
also true that as the contracts go on there will be potential deliveries from that 
uranium that’s still left in the ground after the year 2010. 
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Ms. Gigantes: No just after the year 2010. I means, there are provisions 
in the Denison contract that say there can be other contracts five years from 
now. 


Mr. Fisher: That’s right, Yes, they do; they do say that. But it was 
Dr. Robertson’s opinion, if I can find where it says, the narrow ore limits the 
production rate because more men, equipment and development are required 
per ton of ore extracted. ‘“‘When each of these three areas’’—and he is talking 
about how they have to take each of three areas in order to get their production 
rate—'‘when each of these three areas has reached the indicated production 
rate, and this should be so by 1986, it is the opinion of R and A that any further 
increase in mine output is unlikely’. It is possible but it’s unlikely. To 
conclude this whole long section, what we’ve concluded is that it is in the 
public interest to tie up Elliot Lake’s uranium reserves for Ontario Hydro for 
three reasons: one is that the quantities that are indicated do appear reasonable 
but are well below the maximum, they are above the minimum, but they do 
so with curtailment possibilities and with the relatively low cost of insurance 
on those curtailment possibilities. 


The second reason is that under most of the forecasts that we were given, 
I think in all except two people’s forecasts, the cost of the Elliot Lake reserve 
will be below the world price. It is our view that there is a substantial risk that 
one would take if you followed what in the end is the maverick view on 
where the world uranium is likely to go. The third point that I think, in our 
view anyway, ties up that conclusion is that unless there’s an enormous drop 
in world price and a complete change in availability around the world, Ontario’s 
as a province, interests are probably best served by developing its own pro- 
duction and by providing the jobs and taxes in Ontario. 


The next thing we wanted to do was to look at the contracts themselves. 
I think it’s certainly true that when we looked at the contracts that the first 
thing that we saw was that there were a number of very unusual and some- 
what difficult to understand features, of which two of them we have put up 
front; one was the question about the substantial interest free capital advances 
and the second was this very strange contract term that has to do with 
negotiated price and I’m sure all the lawyers will be upset at me for using 
words like “‘vague definitions’’. I fact, there’s 10 pages that define negotiated 
price in the Denison contract and seven pages in the Preston one plus numerous 
letters from ministers to lawyers and lawyers to ministers and lawyers to 
lawyers; so that it is well defined, there are a lot of pages on what that thing 
called world price is or a negotiated price. We are going to get back into the 
whole question of negotiated price in a minute, but it seemed to us that what 
we found is that some of those terms that did seem unusual and difficult 
when we looked at them, and we may still think they’re kind of unusual and 
difficult, are in fact not that unusual under the circumstances. 


In terms of the interest free capital advances we found that it has become 
a common practice in the uranium industry, and I think that’s built in three 
steps. One was Mr. MacDonald from McMillan Binch who indicated that, 
in his opinion, a producer who was putting up that kind of capital to develop 
a mine, if he had to finance it himself, he would have required the buyer to 
have guaranteed deliveries, to the extent that he might as well almost have 
put the money up himself, that it would be very unusual for anyone to 
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finance—put up $150 million on a contract that didn’t contain a tremendous 
number of guarantees about that capital. 


So I think that whether you guarantee it or you advance it yourself—it 
appeared that Hydro was going to have to be on the hook in some way for the 
amount of capital. 


I think the second question, though, was whether they’d guarantee it or 
be on the hook themselves for the money; and I think Donovan and Hogerton 
told us that that was becoming common in the industry. That was the way 
it was commonly done. I think in Exhibit 55 which you just got—the letter 
from Denison—Mr. Roman indicated that the offers that he has all contemplate 
putting up capital advances, which I think just corroborates essentially what 
we've been told—that that’s now the common practice. 


Mr. Kerrio: Is there any binding guarantee that they’ll deliver? 


Mr. Schwartz: Can you give me a few minutes while I figure out the 
answer to that question? 


My. Kerrio: Sure. 
Ms. Gigantes: When you say “‘common practice’’ you mean since 1975? 
Mr. Fisher: Yes, recent common practice. 


The other thing, I think, we had heard was that a negotiated price that 
is meant to equate to world price in some form or another, a term that is like 
that—is becoming common in the uranium industry, although not always with 
the discount; and, in fact, a term something like that, in which the Saskatchewan 
royalty scheme envisages words that are almost the same, is being insisted 
upon by the government in many producing jurisdictions; and that includes 
Canada, with the Atomic Energy Control Board; it includes Australia, and it 
includes Saskatchewan with their royalty scheme. 


However, while I think we heard something about those being not that 
unusual, I think we also have to accept, I think, the fact that as the contracts 
are the result of negotiations, in the end not all the terms and conditions come 
out to be exactly as we might have wanted. I think there’s no question that 
it would have been better if one had been able to eliminate any reference to 
world price and relate the price to cost plus a reasonable profit. That was 
the essence of Hydro’s offer and there’s a letter from Mr. Gordon to the chief 
executive officers of both of the producers saying, ‘‘That’s what we consider 
to be a good offer’. 


I’m going to come back a little bit to this cost thing because there has 
been some suggestion that there’s some flim-flam game on the costs, that the 
costs are not what we've been told they are. And I’ll come back to that. 


I think it’s also clear that it would have been better to have the interest 
paid by the suppliers included in the base price, and if one were to do that, 
it reduces the differential between the base price and the negotiited price so 
that in the end the producer essentially, in the case of Denison, would be 
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paying half the interest because that differential would be reduced. So it 
would have been better to have the interest in the base if one could have got 
it in the base. They didn’t get it in the base. 


It proved impossible, in our view, to find a fully satisfactory definition 
of this thing called ‘“‘negotiated price’’, and there’s a lot of paper that goes 
on and Alan’s going to talk about that in a sec. It would have been better to 
have changed the production schedules and have the production schedules more 
closely match what Hydro’s needs were—have them higher in the 1980s, if 
you will. That wasn’t done. 


It would have been better to have eliminated the price-protection clause, 
and I don’t think, in the end anybody was happy that there would be a price- 
protection clause which ended up being a profit-margin protection clause. 
They tried to get it out and they didn’t. I think, you know, you run down 
the list, not everything in the contract is favourable. 


Alan’s going to talk about negotiated price and what that means and 
the problems with a definition and so on. 


Mr. Schwartz: As we’ve talked about these contracts, we’ve heard the 
words “‘negotiated price’, we’ve heard the words ‘“‘market price’, we've heard 
the words ‘“‘world price’. If you can recall, both the Preston and Denison 
contracts use slightly different phrases themselves. I thought it would be useful 
if we began our conversation in this area by looking at the contracts for a 
moment. You don’t have to turn to them. 


The Preston contract says that the market price—and that’s the phrase 
that it used—market price, equals the price per pound of U,O, concentrates 
which Hydro and Preston agree is a fair and equitable free market price. 


The Denison contract uses the phrase, ‘“‘negotiated price’’ instead of market 
price, and it says that the negotiated price equals the price per sound of 
U,O, which Hydro and Denison agree is a fair and equitable price. There is a 
slight variation in the wording. 


The first thing I think we ought to think about is is what does that 
phrase “fair and equitable’? mean? I’m a lawyer and I have no idea. What 
we have is a phrase that is used a lot. One of the first things you should know 
about the phrase is that it probably means what it says; it means what it 
says in English. Essentially, it just refers to something that is just and right. 
It’s just another phrase that lawyers are more comfortable with when they 
talk about these things. Its equal as between conflicting interests; it really 
is what it sounds like. I don’t think there is anything magic about it except 
to say from a legal point of view it does cover a very wide variety of circum- 
stances and it gives a great deal of “fair and equitable’ leeway when con- 
sidering the topic. 


The thing about the Preston contract, I suppose, that’s a little more 
interesting is that the Preston contract uses the phrase ‘‘a free market price”. 
I suppose a ‘‘free market price’ can be said, certainly, to exclude the influence 
of a cartel right off the bat, although, frankly, I’m less certain what you 
would do with that phrase when you consider that the world price, whatever 
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that is, is essentially controlled by the governments of the producing nations. 
I don’t think there is any question about that. 


The ‘‘free market price’? phrase does not appear in the Denison contract. 


After I have said that—and while I said that—there is something slightly 
different about the two—TI think I should also say that from the point of 
view of the drafters of these two contracts, they probably did the best they 
could. I do not think it is possible to draft a contract which is perfect, if 
you think of the word “‘perfect’’ as meaning there is absolutely no ambiguity. 
There is something wonderful, as Mr. MacIntosh said, about not being ab- 
solutely precise all the time because when you're absolutely precise, if you've 
left something out or made the slightest error you’re in serious trouble. The 
words that we find in both of them, “‘fair and equitable’ give, I think, to 
Hydro and the producers, in both cases, the opportunity to make a real and 
reasoned, fair and equitable argument about what the market price is in the 
Preston contract or the negotiated price is in the Denison contract. 


When they consider what they are, the first thing that happens under 
the contract is that they’re going to try and agree; Hydro and Preston on 
the one hand or Hydro and Denison on the other hand, are going to agree 
to what this fair price is. If they don’t—without getting into the words of the 
two agreements—it goes to an arbitrator, and it is then up to the arbitrator 
to determine for them what this fair market price or negotiated price is. 


I should tell you that in considering those questions, there are certain 
things that will be brought to the attention of the arbitrator, and they differ 
slightly in the two contracts. For example, in the Preston contract, one of 
the things that is brought to bear is the then current free-market conditions 
for U,O, for deliveries in the relevant production year in Canada, the United 
States of America and other free-world countries. Another thing that the arbi- 
trator would have to consider is the long-term nature of the contractual 
obligations contemplated by the agreement as well as the quality and quantity 
of the concentrates involved. Then he’d have to consider that one wonderful thing 
that all good lawyers put in, and they’ve put in in this contract—I’m referring 
specifically to the: Prestom-one= all) otherirelevantuiactors> Jeahivthat aon t 
wide enough leeway to bring in matters which could be of concern to either 
party and which the arbitrator should fairly consider, I don’t know what is. 
All other relevant submissions which either of the parties consider the expert 
ought to take into account. I can tell you, and I'll talk about this a little 
later, but I can tell you that of course will include the effect of the cartel, for 
example, I can’t guarantee what an arbitrator will do with that, but I can 
tell you that the contracts surely makes very wide provision, both of them 
in a slightly different way, for the things which, if the price can’t be agreed 
upon between the parties, the arbitrator must consider in arriving at the 
price. After I’ve said all that about the market price and the negotiated 
price, the bottom line is that what they are essentially is the world price 
and we come down to saying, what is the world price and why the hell is 
everybody in this committee and this staff so concerned with the world price? 
Why are we fixated with it? Why are we talking about it, particularly 
when it’s a resource that’s in Ontario, it’s in our soil; who cares what the world 
price is? The simple answer is, I gues, to say that the first reason we care 
is because the contracts are tied to the world price. The next thing we 
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have to say is that, of course, any advantage that people have talked about, 
that Ontario Hydro has gained under these contracts in terms of price, is 
an advantage which is measured against the world price. So that’s why we’re 
talking about it, although it doesn’t explain its relevance. Now when we 
look at its relevance I think we have to, from the staff point of view, look 
at it in a rather stark and realistic way. Now I don’t think there’s anybody in 
this room—certainly none of the members and certainly not the staff—who 
considers that it’s totally fair, fortunate, or moral or wonderful that we in 
Ontario have to worry about the world price when we buy uranium which is 
found in our province. The problem is that while we all feel that way. 
and I think it’s fair to say that it’s a feeling that is shared by everybody 
in the room—-we haven’t heard very much about what we can do about it 
at this point. There is a real world that’s operating out there and whether we 
like the real world or not, there are lots of people paying real dollars based 
on world price assessments, which is therefore the value that they place on 
the commodity for uranium; that’s what is happening. As long as that is 
really happening in the world, there is nothing unreal about the world price. 
It’s only unreal in the sense that it is kind of bizarre for us in Ontario to be 
concerned with it. But it is not unreal in the commercial machinations of the 
world as we know it. Now the problem that we have when we look at these 
contracts is that no one has been able to identify for us any significant 
alternative, a place available anywhere in the world where we can get any 
substantial amount of uranium on a basis that is something other than a basis 
which ties it to this concept of world price. So what we think of it becomes 
almost irrelevant faced with what I consider that stark reality. 


Now, while we can complain about it, I think there is a point that we all 
at this table have an absolute obligation to consider when we think about 
this contract and when we consider whether it is in the public interest of the 
people of Ontario. Without the uranium at world price or anything else, we 
don’t have anything to fuel the reactors which we have in place at this time. 
It's clear we need the uranium to fuel those reactors. Now you may say for 
a moment, just forgetting all the other issues attached to nuclear power, why 
are we building these nuclear reactors? Why did we build the ones we've 
already got? Why are we even thinking of any others? If in fact we have 
got to pay world price for uranium; it’s expensive. 


I think all of us in the room at the end have got to recognize one thing 
about these contracts and this uranium and these reactors which we now 
have—world price uranium, even at world price, is still, relative to the sources 
of fuel, an incredibly cheap source of generating power in relation to coal, oil or 
gas. 


Let me just give you an example of that. If we could achieve a 10 per 
cent reduction—rounding off the numbers a bit just for simplicity, but I think 
the story is the same—in the price we paid for the uranium under these contracts, 
we would save a huge number—$650 million over the life of the contracts. 
That is a lot of money any way you cut it. 


On the other hand, I think it is fair for us to recognize when we are 
talking about this—because at the end we have to decide, do we take this 
uranium or don’t we—that if we achieved a 10 per cent reduction on enough 
Alberta coal to provide an equivalent amount of electrical energy, we would 
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save a cool $6.5 billion. That $6.5 billion would be sufficient for us to say: 
“We have just got all this uranium for free, folks’. I think that is something 
that, unfortunately, we all have to consider in this room. And when we talk 
about world price, and we say we are unhappy with it, we have to consider 
that things I said in the opening to this. 


I am going to get, later on in this presentation, to the federal government 
policy on two prices—and I don’t want to get into it now; it has its place. 


Ms. Gigantes: Can I ask a question? This $6.5 billion on ten per cent 
coal—this is the coal equivalent of our nuclear stations, is it? 


Mr. Schwartz: It is the equivalent amount of Alberta coal required to 
generate as much electricity as the uranium we are purchasing under the 
contracts. 


Mr. S. Smith: That’s fuel—not just thinking of the comparable capital 
cost of the stations and the cost of writing off that. 


Mr. Reed: That’s really not relevant. 
Mr. Schwartz: It is relevant because we have—you have to listen to what 


we were saying—we have the nuclear stations; other than Darlington; they 
are there. 


Mr. S. Smith: They were built precisely because we didn’t want to be 
buying Alberta coal because everybody knew it was more expensive. 


Mr. Schwartz: 1 understand that perfectly. But at this point I am not 
arguing any of that. All I am trying to tell you is that for whatever reason 
we built them—and I am making no judgment on that—we have now got 
them. The question is, can we afford to leave them stand idle? 

Mr. S. Smith: They can’t use coal anyway in those stations. 

Mr. Schwartz: Right. 

Ms. Gigantes: Nobody suggested that we leave them idle. 

Mr. Schwartz: Good. 


Mr. Reed: 1 would submit to you that that line of argument is really 
irrelevant. 


Mr. Nixon: However, the suggestion that we could get it free is quite 
interesting. 


Mr. Schwartz: Good. Let’s leave that irrelevant line. 


Mr. Chairman: That was the bottom line of the argument: you get all 
the rest free. 


My. Schwartz: We are going to have a long argument on that later. 
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Ms. Gigantes: Sounds like your wife shopping again. 


Mr. Schwartz: Unless the federal government changes its policy, we are 
still stuck without a two price system for now. 


There is one other problem that we talked about when we talked about 
the world price, and that was this issue of the cartel. I think there are a 
couple of things we would like to say about that. 


I think everybody in this room is aware that the government of Canada 
helped set up an international marketing organization of non-U.S. producers 
some time in 1972. The move apparently was in response to an American 
embargo on uranium imports which contributed to a very depressed uranium 
industry in Canada. 


We also know that that organization, called the Club by some, or the 
cartel, operated in secret. I guess we know it set minimum prices for uranium 
sales, and it decided which producer would submit the low bid on some specific 
contracts; that is what people are talking about. The group probably managed 
to raise uranium prices during that period; although I must say it is unclear 
to what extent. Then at some point, somewhere, its efforts became redundant 
as other world market forces started to pass it by. 


For our purposes in this committee we have a legitimate concern as to 
whether in today’s world price that we seem to be stuck with, there is a 
component of that price which is related to the activities of the club. I think 
the committee has heard several opinions on this matter but frankly, I think, 
from the staff’s point of view, we don’t really have nearly enough information 
to answer that question, and there is a reason for that. I don’t think we 
simply, looking at these contracts, had the time or the money or the set-up 
really, to examine this issue well enough to make an intelligent assessment 
at the end because it is an incredibly complex issue. I don’t think any of us 
at this committee wanted to pretend that we were doing something that we 
weren't doing. I don’t think we could have come up with a very good answer 
on this very quickly. 


Mr. Kerrio: The only comparison we got, Alan, was what it was selling 
for. 


Mr. Schwartz: We're going to talk about that. 


Mr. Kerrio: And reasonable increases in what you could suggest a normal 
market trend would put it up to. 


Mr. Schwartz: Right. Now as you all know and what you've heard 
before—thanks, Vince—there has been a considerable amount of money and 
time spent in other places looking at some of the club’s activities and in 
particular, looking at the question which is of most interest to us—is there a 
cartel component in the world price? I think it’s useful for us just in one 
place to put down what all of those activites are. 


There is the U.S. House of Representatives International Uranium 
Cartel Investigation, which is being carried out by the Oversight Committee 
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called the Moss Committee. They are working in conjunction with the Over- 
sight Committee of the Legislature of the State of New York. There is a 
grand jury which has been convened by the U.S. Department of Justice to 
investigate the activities of this alleged cartel. I can tell you right now, 
don’t be surprised if in a couple of weeks or in a few months you find some 
grand jury indictments naming some very prominent persons, including some 
very prominent Canadians. It won’t be a shock. Whether that deals with 
the issue before you or not is another question, because they are looking at anti- 
trust violations in the United States and that may not necessarily relate to 
any impact on today’s price. But that is happening. 


As you are all aware, there are many, many utilities suing the Westing- 
house Corporation in a Richmond, Virginia, court for reneging on its commit- 
ment to supply uranium. One of the key issues in that trial is what were 
the activities of the club and how did they affect the world price. Westing- 
house, which is being sued in Virginia, is running around suing many foreign 
and U.S. uranium producers before a federal court in the northern district 
of Illinois, in Chicago, and what they’re saying is that they raised the price of 
uranium through the formation of this cartel. That’s the issue that’s being 
tried in Chicago. 


As you probably know, the TVA (Tennessee Valley Authority) is suing 
several uranium producers and I understand that that includes Rio Algom 
and Denison Mines, in Chattanooga, Denver and several other places. 


There is, I guess, the rather bizarre secret investigation which is being 
carried out in Canada under The Combines Investigation Act under the 
auspices of the Corporate Affairs Department, and one of the specific questions 
that that investigation has been asked to look at, as I understand it, is to 
determine if Canadian domestic uranium prices have been affected by the 
involvement of Canadian companies in the international cartel. As I under- 
stand it, a step further, Rio Algom and Denison are among the producers being 
investigated. 


My. Nixon: Would you assist me? Is that based partly on a formal com- 
plaint from Ontario Hydro. You didn’t pursue that very far. 


Mr. Schwartz: As 1 understood what happened, I think it really came 
out of the questions which were raised in the House in Ottawa. I think that 
was the impetus for the investigation. 


Mr. Chairman: Was it a reference by the government ? 


Mr. Schwartz: Yes, and I can tell you, I don’t know what give them the 
idea. 


My. Nixon: Did you gather from the information that was given to us 
by some Hydro people that they have made a formal complaint under the 
Combines Act ? | 


My. Schwartz: 1 would be surprised if that was the case. I do not think 
that that was the reason for this investigation. 
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Ms. Gigantes: They told us there had been a complaint lodged, which 
was being investigated. 


Mr. Nixon: Was there any indication from Hydro why they didn’t feel 
that they should make a formal complaint? I don’t want to reopen that now. 


Ms. Gigantes: You weren’t aware of any grounds for complaint. 


Here’s all our stuff. Go do what you like with it. 


Mr. Chairman: Plus MacIntosh’s firm assertion, which he obviously went 
out of his way to put on the record that if on any point there is documentation 
of a price component arising out of the cartel activities, that Hydro, under the 
amendment of the Combines Act in early 1966, has the right to sue for damages. 


Mr. Nixon: I don’t. want to lead you too far astray, but the thing that 
concerned me at the time was that the defence given by the minister in the 
House of Commons, the reason they hadn’t take Sinclair Stevens’ allegations 
seriously, was that there was no complaint from Ontario Hydro; and they 
went on more or less in the terms the Premier did this morning that it 
was the greatest organization in the western world as far as utilities are 
concerned, and therefore if they hadn’t complained there wasn’t anything wrong. 


My. Ashe: You've got two levels of government recognizing it. 


Mr. Schwartz: Let me just remind you, Vince, that the contracts require 
that we begin, with the negotiated or market price used in the pricing formulas 
which should be a price which is fair and equitable, a fair and equitable price 
at the time of delivery. 


Under that broad term “‘fair and equitable’, Ontario Hydro, as I pointed 
out to you a few minutes ago, will have the right to bring to the attention 
of the arbitrator or expert appointed to determine this price, any factor 
or matter which should affect that pricing, such as the existence of the cartel. 


Ms. Gigantes: Like the sugar cartel ? 
Mr. Schwartz: Yes. 
Ms. Gigantes: We know what happens with such investigations. 


Mr. Schwartz: There are several things that I think you can conclude 
from this. There are not only the investigations in Ottawa, but a great deal 
of money being spent by a number of people who are very anxious to prove, 
and I think it’s incumbent upon them to prove, exactly this point, that there 
is a component of the world price related to the activities of the club. They're 
all going out trying to do it as best they can, and I suppose between that and 
Ottawa we have—I can’t calculate how many millions of dollars of investi- 
gations and lawsuits going on. I can’t say anything other than at this point 
there’s not much we can do except wait and see the results of those investigations. 
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It seems to me, of course, that if there is an unsatisfactory conclusion to 
those investigations, in the sense that we don’t get an answer, if there is really 
a strong feeling that has come out of all of that activity and all of the evidence 
in those areas, then it is incumbent upon Ontario Hydro to bring all of that 
evidence before the arbitrator. They certainly do not require a final decision. 
They don’t require that. There is going to be lots of evidence brought out 
and they can use that evidence to their advantage. You can’t imagine any 
reason why they would not. There just doesn’t seem to be any possible 
explanation why they would not. 


The other thing, of course, is if the price paid by Hydro under these 
contracts is affected by a cartel of which either of these parties is a member, 
Hydro would have a cause of action against them to recover the difference 
between the artificial price and the competitive price, but I think I just 
threw that in as a legal remedy that is available for what it’s worth. 


The bottom line of all this really is that it isn’t realistic for us to expect 
to come to a conclusion or assessment of the impact of the cartel. I think, 
myself, that the contracts are brilliantly written and that they really do cover 
that possibility in as good a way as it can be covered under these kinds of 
contracts. It would surely be in Hydro’s interest if there is any evidence to 
support this kind of allegation, to go forward and make the argument. I don't 
think there is anything else I’ll say now about the cartel or about the world 
price. Ill let Jim continue for a while. 


Mr. Fisher: The whole point of that thing was to say that Hydro had 
to give up some things that they would rather have not given up if they 
could have the contract every way they wanted to. I think it is also fair to 
say that the producers gave up some things and there are some things in the 
contract that do have some benefits to Hydro. 


In the whole area of controlling costs, there’s a number of features that 
are involved in that. First, there is an incentive in the contracts, because 
the price is based on a differential between world price and the base price, 
that in those years when the world price is higher than the base price, there is an 
incentive for a producer to control the costs, because he does share, his profits 
are higher, in the case of Denison 50 per cent on any cost saving he might get. 
So there is a direct incentive. It’s not a cost plus which is always a problem. 


The second thing is that Hydro participates in the whole operation of the 
mine. The operation and the construction project as well; and then it has the 
opportunity to audit the costs, and that happens under all conditions. Now, 
I think there has been some suggestion that the costs have been too high, 
that they’re not right and they’re not real. I think there are some things 
that we can take out of what we have been given to suggest that’s probably 
not true. 


The first is that there is a great deal of background on mining in the 
Elliot Lake area, and costs of mining in Elliot Lake are not going to be a 
totally unknown quantity, we do know a fair bit about it. 


Mr. Nixon: Would it be fair to say that officials in our provincial ministry 
of Natural Resources would know now, would they not? 
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Mr. Fisher: 1 don’t know what level of detail the Ministry gets on pro- 
duction costs. I think what we have had, on the Preston side, Hydro has 
been able to have its consultant geologist look at all aspects of costs, of both 
capital and operating costs; and look at Preston’s and Rio Algom’s estimates 
and be able to make his own estimates; and in the case of operating costs, 
I think you will recall that that was one area where they were in very close 
agreement was on the operating cost side. In the case of Denison, Hydro’s 
consultant was able to look at, and did an assessment of capital costs, of grades 
and recoveries and so on, and also of operating costs; and in that area he 
was able to look at a Denison report on capital costs and grade, he did not 
get any confirmation or otherwise from Denison—they were not able to get 
a look at it to confirm some numbers from Denison on operating costs. So in 
the sense, what we are looking at is, you’re saying how far out would Dr. 
Robertson’s judgment be on costs. I think it is interesting, if you look at it 
the cost estimates for Preston, which is apparently a similar geology to Denison, 
aren't that different, which I think gives you one indication that you are 
starting to get a whole bunch of people who are starting to all triangulate on 
the same cost. There is a lingering doubt that comes out of that statement 
that was made, how is it possible for Denison to sell ore at $6.50 in 1974, and 
why would then the base price in 1976 or ’78 be $25 to $27. I can give you 
my own rationalization of how that’s possible, because I don’t know I just am 
going through these numbers and saying how could you possibly get down to 
something that low? 


In Dr. Robertson’s report— 

Myr. Nixon: Or up to something that high you mean. 

Mr. Fisher: Well I’m saying that $25, how did you get down to $6.50? 
Mr. Nixon. Oh, prices. 


Mr. Chairman: Were those really costs or did they have such a surplus 
of uranium they were willing to sell it on a fire sale. 


Ms. Gigantes: There is testimony on that from the States. 


Mr. Fisher: Well the testimony I understand was that at that time that 
was enough to at least cover operating costs. There might have been a small 
profit. 


Mr. Nixon: Well what about that statement from Texas Minerals; or Gulf 
Minerals, pardon me, Gulf Minerals, that all they wanted the little old cartel 
for was to raise it up to $6 which would give them not just their costs but 
cost plus incentives. 


Mr. Fisher: Well, I think that was the difference in the two ore bodies. 
I think there are a lot of documents—we got mountains of that stuff from 
the guys in the States at one point, where they do go into the costs of those 
Gulf mines— 


Mr. Nixon: But why would you approach this on a basis of how could 
they possibly have got the price down that low? 
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Mr. Fisher: Well it’s the way I phrased it I guess. What I was trying 
to get to was to say ‘““How would it have been possible or even reasonable that 
at one point in 1974, Denison might have sold ore at $6.50 a pound and then 
turn around and say that by the time we get to our contracts it’s going to be 
$25”. That was the question, that is all I was wondering. 


Mr. Chairman: In conjunction with your earlier comment that we know 
a lot about costs and there hasn’t been a significant change in costs in that 
period. 


Mr. Kerno: And they lost the $3.95 bid. 


Mr. Fisher: In my view the only thing that I could get, I took a look at 
Dr. Robertson’s thing which is Exhibit 15, where he does an estimate of unit 
operating cost in January 1976 dollars. He goes from 1976 to the year 2010 
and takes a look at what the operating cost per pound recovered, in his estimate, 
will be in 1976 dollars all the way along the track. 


Mr. Reed: Whose estimates did he use in that? 


Mr. Fisher: He used his own estimates. What he got was he had the 
mine plan and the capital construction stuff of Denison itself. This was their 
underground and surface plant capital cost estimate. So he knew how they 
were going to mine it, he knew what their mine plan was, he knew what their 
ore grades were, he knew what their ore widths were, he knew all that stuff. 
What we're saying is, he knew. 


Mr. Reed: He knew what they told him. 


My. Fisher: Well he knew what he knew. He had that, he also, from 
Preston had their material on the Stanleigh mine which came from Preston, 
from Rio Algom and which I believe came from Bechtel as well. So we had a 
large number of people who were professional in the area who looked at those 
cost estimates. Now I’m taking as my basic assumption that Dr. Robertson 
knew what he was doing and that it’s unlikely that his estimates are going 
to be wildly out. He goes in here and he explains in some detail how the unit 
operating costs at Denison at that mine are going to climb over the period 
and how in fact in 1976 they are in the neighbourhood of $9.33 a pound and 
by the time we start to get deliveries in 1985, this is going to be $15.09 a pound. 
It’s one thing which has two implications, and it depends on where the ore is 
coming from. It’s the point that you made when you talked to them about 
what ore is coming from where. In 1976, and we presume earlier, they were 
taking their ore from locations which they call 1, 2, 3 and 4, which have two 
important characteristics. One is that it is a 20 foot seam, or whatever you 
call it, of uranium, and the second is that it is the highest grade. It is the stuff 
which is over 2 pounds per ton. 


In order to get the production later on—and for that ore—-when they’re 
doing what they call stope recovery, they’re talking in 1976 dollars of $14.52 
a ton, operating cost. Now if you take that and divide that by an ore grade 
of 2.25 pounds per ton, which was not atypical of that part of the mine, you 
end up with an operating cost of $6.00 a pound per pound recovered. Now 
if you look at what happens to the mine plan, they go from that high ore 
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grade, that large ore seam, to areas of the mine where the ore width drops from 
20 feet down and also where the ore grade drops down to the just over 1 pound 
area. What happens—if you just look at the numbers—is that you go from 
ore that you can mine for $14.52 a ton to ore that gets mined at numbers like 
$15, $16, $22 and so on, those kind of numbers. 


Mr. Kerrio: Does that not make a great difference in the value of the 
front money? The front money up there is going to be producing some of that 
higher grade ore? 

Mr. Fisher: Yes, that’s possible. 

Ms. Gigantes: We're being charged for it already. 

Mr. Kerrio: Yes, we're being charged interest on that. What I’m suggest- 
ing is that that front money becomes much more valuable to taking that ore 
out. That’s never been calculated. 

Mr. Fishery: You mean from the Denison side. 

Mr. Kerrio: Yes, that’s right. 

Mr. Fisher: Yes, from Denison’s side they’re getting money which enables 


them to increase their whole capacity. I think that’s true and, yes, we have 
something from McMillan saying that’s a possibility. 


My. Kerrio: It would be pretty substantial. 


Mr. Fisher: Yes. Their lower cost ore is being mined early. I think 
that’s true. I don’t think there’s any argument about that. The later parts 
of the mine that we're getting to, by the time we get to 1995, will essentially 
stay $15 and then it goes to $16 and by the end of the contract we're at 
$17.40 per pound recovered; it is all stated in 1976 dollars. There’s no 
question about it. We're going from the better part of the mine on down to the 
worst. 


Mr. Kerrio: I’m just trying to tie in with the value of the front money. 

My. Fisher: The value to Denison; yes, it’s true. 

Ms. Gigantes: When did Dr. Robertson make those deductions ? 

Mr. Fisher: He did that on November 6, 1976. 

Ms. Gigantes: In 1976. And was it not two years before that he had 
predicted a top world price for 1980 of $11.80? When did he make that prediction ? 
Was that in 1974? 


My. Fishery: 1 think it was earlier than that, wasn’t it? 


Mr. Schwartz: 1 think it was 1973, but I’m not sure. I’d have to check. 
I don’t remember the year at all. 
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Mr. Fisher: But all I was trying to do with that is to say that in 
January 1976 dollars, it seems quite reasonable that Denison could have mined 
ore that would have cost them in the neighbourhood of $6 plus a bit in 1976 
dollars which is less in 1974 dollars for those kind or prices, and for them, at the 
time when they were in a maintenance state in the mine, that would have 
been a number that one might have accepted, under the circumstances. And 
one could go from there and end up with operating costs in the mid 1980s 
of $15 based on the fact that you’re in a different part of the mine, essentially ; 
and then add to that estimates of depreciation and mining tax—it’s not hard 
to get another $5 on it to $20—add 50 cents for exploration and add $5 for 
their base price; and you get $25. It seems to me that that’s a way that 
one could put those things together and get from one number to another. 
It’s not to say that you have to like $25, but it seems to me there is enough. 
All I was trying to do was suggest was that there was one way of looking at it. 
When you put it together with the other estimates I think it’s hard to sub- 
stantiate that we, the committee, or Hydro or the ministry or the government 
are being flim-flammed on costs, that people are pulling the wool over our 
eyes on the costs and that they’re way lower than these kinds of numbers. 


Mr. S. Smith: Yes, I accept that, Jim except that if you’re using Hydro’s 
mines to dig this stuff out and some of it is going to Japan and some of it is 
going to us, an argument could be made that the cost should be put on a pro- 
rata basis. That argument could be made because we're getting all the dregs 
and they’re getting all the high-grade stuff, using our own money. I see 
your point and I see what you’re saying. I don’t want to debate it. 


Mr. Fisher: 1 think that’s another point. One could say that the con- 
tract shouldn’t be the way it is; that we should be getting benefit on the capital ; 
I don't know. 


Mr. Kerrio: 1 told you earlier on that I thought that we were partners. 
Mr. Fisher: It’s true. 
Mr. Kerrio: You never relinquish the profits. 


Mr. Fisher: The second thing which I don’t think we need to go into 
again and again is this question about downward flexibility. I think it’s fair 
to say that in some sense this is a contract of some term with an option to 
renew because, in a sense, you’re not locked into it; you’re not locked into 
the contract for 36 years. At the end of 14 years, your capital is repaid from 
Preston, and if you wanted to say, ““We’ll cut if off there;’’ you'd have all your 
capital back again and you could just cut it off if you wanted to. So in a sense 
it’s renewable. 


The other question, again on negotiation, and what you could have done, 
and in recognizing the fact that these contracts are negotiated compromises, 
that they are not perfect conditions—and I think that point about what 
happens to the capital is another one—I think that we couldn’t ignore the 
limitations on Hydro’s position that they had, and which we've talked about 
before. I think it was clear Hydro needed uranium. They were committed 
to building nuclear plants. They were committed in the planning sense, 
that they thought that was the way they were going to provide electricity 


43 


at the lowest cost, that’s where their mind was at. I think they were com- 
mitted in the sense that they had concluded that we were getting really 
even beyond what sort of the physical limitations of fossil fuel importation 
were, so that we were going to have to do something in that area. They had 
money into it. So they were up against the wall in the sense of saying that 
they needed it. And you can read that all the way back in the documents in 
1973. They recognized they needed it. 


On the other side, the producers did have options. The negotiations 
happened to take place during that period when utilities were starting to 
scramble for supply and the market price was rapidly climbing. That’s when 
we happened to get into the whole heat of the negotiations, during that 
time, which in Exhibit 3, if you look at that thing, that Nuexco, where they 
talk about what happened to the world price at that time and the whole 
supply-demand thing was reversed. Westinghouse’s short-sell surfaced and their 
reneging on their commitment, all came out at the same time and the thing 
started to go. And as we've talked about a lot, there was very limited 
protection under the federal guidelines. 


The other thing you have to say, before you go too far in saying that 
Hydro was in an impossible position, which would be to say that the producers 
came forward because they are good corporate citizens; I think if you take away 
good corporate citizen part and just say, ‘““What about these deals from their 
point of view? Why did they come to these things? Why did they break ?”’ 


Mr. Nixon: I would suggest taking away the dividends, instead of citizen- 
ship (not clearly audible) 


Mr. Schwartz: Do it timidly. 


Mr. Fisher: It seemed to us quite clear from—I don’t know if it’s clear, 
but I think one can put together from what they have said and from the letters 
and the exchange that goes on between them and the federal government, that 
they were aware that export permits would be difficult or limited while Ontario 
Hydro’s position was open, and that they were going to have to do something. 
I think that, as the people from Rio Algom said on the record that they realized 
that they were going to have to make some concessions. 


Ms. Gigantes: Jim, could I just take you back to page 15. I don’t like 
to be picky, but I will. In point 2, ‘““‘The Denison contract can be curtailed, 
temporarily or permanently, and can be cancelled if the world price is below the 
base price for five years’. In the worst possible case, that could go on for 
12 years. 


Mr. Fisher: That’s right, because it doesn’t start until—the curtailment 
provision doesn’t start until 1985, isn’t that right? That’s right. It’s worse 
than 12; it’s 14. It’s five years plus two; and we’ve got two years before 1985. 
It’s 14 in the worse case. 


Ms. Gigantes: That’s worse than I thought. 


Mr. Fisher: They can make it 14, if they want to; that’s what it is. 
So I think on that side of what Hydro really had going for it, one was that it 
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had what the producers must have accepted as the political reality that they 
couldn’t send all of Ontario’s uranium out of the country and leave Ontario 
with an empty hand. I think they must have accepted that they would have 
to do something. 


The second thing that they would have to look at is that while we had 
said before why it was advantageous for Ontario Hydro to contract with an 
Ontario producer because of the minimization of supply disruptions, so too 
from the point of view of the producer, Ontario Hydro had to be the best 
customer that they could conceive of—good, solid, long-term stability, in the 
same jurisdiction, financially sound, its word is secure. Hydro was an awtully 
good customer to have. 


I guess the question which is still in my mind, in both our minds, it 1s 
easy to see Preston’s position. Preston/Rio Algom was sitting on 350 million 
pounds. They committed 72 million pounds. They got themselves now free to 
export. They made their concession to Ontario. They are not in that bad a 
position. Why did Denison commit the entire production of its mine to the 
year 2011? Ican’t rationalize their position. I can see why they have to sell some. 


Ms. Gigantes: We have Mr. Robertson’s word that it is full production. 
That may not be accurate, considering the provisions in the (contract or 
project) (not clearly audible). 


Mr. Schwartz: But it is a lot of it. There is no question that it will be a 
substantial amount. 


Ms. Gigantes: Obviously Denison are considering it is important to have 
that element in the contract, suggesting that other contracts might be . 


Mr. Fisher: So that in the end there has been a lot of discussion about 
who got the better contract. I must say personally I can rationalize Preston's 
position—Rio Algom’s position—a lot better than Denison’s position; the kind of 
deal they made. I believe Robertson’s estimate essentially ; if there is more there 
is not going to be a lot more, why did they sell the entire production of their 
mine for that period of time. 


Mr. Chairman: That should help you, Bob. 
My Fisher: Great speculation, I don’t know. 


Mr. Nixon: (Denison) (not clear) wanted to go hunting for uranium in 
the United States. Maybe they don’t agree with everybody else that there 
isn’t any left to find. 


Mr. Fisher: 1 think one can make the case that what Denison got, if the 
contracts are approved—and this is what they were into, saying should we do 
the whole thing—they got, out of the whole total corporate position, where they 
are now speculating in oil and various things around the world, they got one 
solid base of production year after year at a price which is essentially set, 
and that is not a bad base on which to go off into other ventures. But at a 
cost. 
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Anyway we will just conclude by saying, it is our view before considering 
any other mechanisms—which we will get to in a second—which you could 
take to protect the public interest, it is our view that the contracts are a 
reasonable balance between the interest of producers and Hydro. 


The price, as we know, ended up as a balance between the producer’s 
side and the buyer’s side. In the case of Denison it was halfway; and as you 
recall Preston originally went halfway and then when they got into the whole 
Stanleigh thing and they were asking to open up a whole mine, they dropped 
it a little bit further. 


The quantities and financing are a balance, between on the one hand 
Hydro’s desire to secure supply but have flexibility to reduce them; and on the 
other hand the producers need to have protection of the large amounts of 
capital that would have had to have been put up. 


So given the leverage everybody had they are balanced. But maybe you 
can change the leverage? 


Mr. Schwartz: The next thing we want to look at with the committee is 
our view that approving these contracts in no way forecloses any further steps 
to ensure that the public in this province receives the appropriate benefits from 
its uranium resources. That is, if there is something more we can do, in our 
view we are not precluded from doing it by signing these contracts. We will 
talk about all of those things step by step. 


I think throughout our deliberations—almost from day one—there has been 
concern expressed by several of the members of this committee that through 
these contracts the producers may be earning excessive profits, and of course 
those excessive profits are at the expense of the public in this province. I think 
we have had three main approaches to dealing with this that have come out 
of our deliberations over the last few weeks. 


The first is the possibility of having a special provincial tax on uranium 
mining to redress that imbalance if one exists. 


The second we discussed is the possibility of Hydro or the province owning 
the assets and realizing the profits directly. 


The third we discussed is the possibility—we have called it a two-price 
system but I guess we were talking about a supply board that would provide 
domestic users with uranium at a price based on a cost related formula, which 
presumably would include a reasonable profit. I think that’s what we have 
been talking about to a large extent when we talked about two-price systems 
and whether that is something that one can expect. 


Each one of these three approaches, these broad approaches, has different 
jurisdictional implications and different effects on the public and on electricity 
consumers and I think it would be useful if we spent a couple of minutes just 
looking at them one by one. The first approach is that of the special tax that 
we have talked about. It’s clear to us, and I hope it’s clear to everbody here, 
a tax can be imposed by the province to apply to all uranium mining. It may 
even be possible to apply it just to these mines but I don’t want to get into 
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that speculation. I think clearly we can apply a tax of some sort. The province 
has the jurisdiction in this area. I don’t think that that’s a problem and I don't 
think we have to be concerned for the moment with the possible format that 
it chooses. It can do it, in several ways. It can, for example, change the 
mining tax. It could change the increments in the mining tax. It could do it 
through some new legislation that is passed. 


Mr. Nixon: Like a royalty. 


My. Schwartz: Yes. It has several options and I don’t think we have to 
worry about which option is best for the purpose of our discussion at this 
moment. 


I think, though, that what we have to realize is that the effect of a tax 
will be a higher cost to the electrical user in the province because it’s clear 
that the tax will be added to the base price. If there is a tax, the additional 
royalty or tax or the additional increment to the mining tax, whatever it is, 
will work its way back into the base price and to that extent—that doesn’t 
mean it’s a bad idea, but just so that we have the balance of the effects of all 
this, to that extent it will mean that the price goes up somewhat. 


On the other hand, . 


My. Nixon: President Carter is suggesting that be done with energy there, 
and he’s going to give the extra money back to the person who’s using the 
energy so that the money just gets passed around. 


Mr. Schwartz: On the other hand, of course, there’s the benefit to the 
general taxpayer, that’s most of us and most of the people who use electricity, 
of course, because the tax revenue will accrue to the provincial treasury and 
we know the provincial treasury will use it wisely on behalf of all the citizens 
of the province. 


Mr. S. Smith: (inaudible) The new subway vehicles. 


My. Ashe: I think you should re-emphasize that one Mr. Schwartz. 


Mr. Schwartz: But really the serious part of it is that when we look at 
the whole tax issue we should recognize on the one hand we can do it, on the 
other hand it will result in an added cost to the electrical user but the important 
thing is that the revenues so derived will come back to the province and will 
be, of course, taken from the corporations. That’s what your concern is. 


Ms. Gigantes: Did I understand you to suggest that you think it’s possible 
to apply a tax simply to these two contracts? 


Mr. Schwartz: I’m going to get into trouble with all the lawyers sitting 
out there. I am not convinced it is not possible. I know that we have had 
some general discussions about that. I don’t think I am in a position to tell 
you yes, it’s possible. All I can say, in the usual, careful lawyer-like way is 
that I’m not convinced it’s not possible. And I will leave it at that. 
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We're going to talk about these a little further but I just want to first 
look at the approaches that are available and the second one is this question 
of ownership. Now, I think we have discussed this point ad nauseam—till it’s 
coming out of our ears, but I want to re-emphasize again today because we 
have done our own work and agree wholeheartedly that this is the way it is, 
whether we like it or not. Expropriation, nationalization, government takeover, 
whatever word you want to use, can only be done by the government of 
Canada; the government of Ontario cannot do it. The effect of section 17 of 
the Atomic Energy Control Act, as you have all heard on several occasions, is 
that the government of Canada has exclusive jurisdiction in this area. I want 
to say that in my view, and in the view of the lawyers that have appeared 
before you, it excludes the province from expropriating this resource. I don’t 
think there is much serious doubt about that. That is the way it is. 


Ms. Gigantes: Would you not be talking about the leasing arrangements? 
Mr. Schwartz: Which kind of leasing arrangements are we discussing? 


Ms. Gigantes: Denison, for example, those that Mr. MacIntosh has 
mentioned. I’m referring here to Exhibit 49 which we were given late this 
week. 


Mr. Nixon: There’s a lot on the second page, in which Mr. MacIntosh 
says he does not think those leasing provisions can be used to interfere with 
the overall title. 


Ms. Gigantes: Yes, I know. 


Mr. Schwariz: When we're talking about the next point, “purchase can 
be accomplished by the province’? maybe that will indirectly answer your 
question. There is nothing to prevent the province from owning a uranium 
mine which it acquires through the normal contractual buy-sell arrangements 
that our laws envisage. There is nothing that prohibits that. 


On the other hand, the province is in no special position if it tries to get 
into that kind of a situation. If it wants to buy, and we'll talk about that a 
little more—we’re going to require a willing buyer, the province, and a willing 
seller. We don’t have any special rights other than the rights that are available 
to anybody else. 


I’ll have to look at Exhibit 49 and I’ll do it in a minute and try to answer 
your question. I’m just not sure what you're referring to. I’ll get back to it. 


Let’s just look at the question of ownership for a moment in the briefest 
sense. There is no necessary benefit to the electric consumer. There is only 
a benefit if the expropriating authority will sell at terms and conditions that 
are better than the terms and conditions we’ve got under this contract. That’s 
the first thing. Or, if the province is going to purchase it—and we'll talk about 
this a little more—unless the province can buy it at some sort of a bargain, at 
some sort of a discount, the province doesn’t have much leeway—and we'll get 
into that a little more later—in what it can sell the product for. So what the 
province can do if it buys, or anybody can do if they buy, will be very closely 
related to the price they have to pay for it. 
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The final thing that we talked about, the final broad approach that we 
talked about is domestic price protection. It’s totally within the federal 
jurisdiction, as I think we all know by now. There is absolutely nothing that 
Ontario can do to force a change. It certainly can make its views known, and 
we'll get into that a little later, but there is really nothing that it can do to 
force the federal government to change if the federal government says ‘“‘No”’. 
I think that’s the only comment I can make in the general sense at this point. 


Mr. Chairman: Before you go on with that, can I ask a question with 
regard to the ownership? Is it not possible to envisage a middle ground in 
which through negotiations between the province and the federal government 
there was an agreement for joint approach that might involve a change in 
ownership while leaving the overall jurisdiction of uranium still with the federal 
government, in the same general way as Lougheed has negotiated with the 
federal government for a somewhat different handling of resources? 


Mr. Schwartz: Yes, they wouldn’t be able to negotiate the takeover, if I 
can use that word in the broad sense, unless the government of Canada was 
prepared to make the takeover. In other words, if the government of Canada, 
for some reason, determined that it was advantageous for the Province of 
Ontario to own the mine, or for Ontario Hydro to own the mine, and if they 
determined that the only way to do it was through expropriation proceedings, 
I don’t imagine that anything could stop the federal government—nothing 
could stop the federal government from expropriating— 


Mr. Chairman: The federal government would do it on behalf of the 
province? 


Mr. Schwartz: —and then make whatever deal they want to make with 
the Province of Ontario to get it into the hands of the Province of Ontario. 
I don’t want to really comment on how real I think that scenario is, but 
there is nothing to stop them from dealing with it once they've got it. I 
will tell you, of course, on the other hand, that when you think about the 
federal government expropriating it, if they should, they would still have to 
expropriate it under the rules of expropriation and pay a dollar value which 
was related to the value of what they were expropriating. We get back to 
the problem of what kind of a bargain can they give you if they can’t get a 
bargain price. So I just put that out for your consideration. 


Now for the rest of this section that we’re dealing with, we would like 
to offer you our views on two aspects of each one of these three approaches 
because we think they’re kind of important. The first aspect we would like 
to look at in each one of these three areas is what conclusions can we as a 
committee draw about the actions of the federal government, the provincial 
government, and Ontario Hydro, because they have all followed slightly 
different courses and they’ve all had different levels of involvement. 


The second one is, what are the implications today for each approach 
if the contracts are approved and what’s the impact on an excess profits 
tax if we approve the contracts? What’s the impact on the possible pur- 
chase or expropriation if this committee thinks that we ought to approve 
the contracts? So we want to look at those two questions in relation to these 
three alternatives. 
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Now in our view the government of Ontario’s case for a special excess 
profit tax was rather unconvincing. There are a few reasons for our view. 
On the one hand, there is evidence that the government did realize early 
on in the game that the taxing power was available if the producer price 
got too high. Now there was a meeting—and I think it is deep in the bowels 
of Exhibit 35—-there was a meeting that took place in July 1974, and that 
meeting was attended by our then Deputy Minister of Energy and several 
other representatives of our provincial government and several members of 
the federal government including Messrs. McNab and Runnalls. At that meet- 
ing the notes of the meeting show they discussed the possibility that the 
domestic price—the world price—may become so high that excessive or wind- 
fall profits were possible in the future and they talked about the possibilities 
that were available to tax those profits away. So it is fair to say that people 
knew that possibility was there way back in 1974. 


The other thing to say for the government’s side of this argument is, 
the new Minister of Energy stated to us, when he came here, I guess on the 
last day of January, that he was willing to act in this regard. He said if either 
Denison or Preston is found to be making unconscionable profits under its 
agreement with Ontario Hydro it would be open to the government of the 
day to exercise its taxing powers to redress the situation. He went on to say 
a little bit further; ‘‘I can assure the members of the select committee that 
the government would be prepared to exercise this power if, as and when the 
need arose’. Now that’s what you’ve got on the side of saying they were 
aware of it and they were awake to it and they were serious about it. 


On the other hand, it was clear when Mr. Baetz was before us from our 
conversations with him—I’m freezing to death in this room—that, in fact, 
Mr. Baetz and no one in his Ministry or elsewhere has even thought out the 
broad outlines of such a tax. You can argue about whether that’s relevant 
or irrelevant at this time, but Mr. Baetz advised the committee that at this 
time the government did not have a set of criteria or guidelines which would 
help it to determine whether the uranium producers are indeed earning that 
excess profit. One would just imagine that prior to implementing an excess 
profits tax we would like to have some idea of what constitutes excess profit 
and some sort of monitoring to see when you're getting to that stage. That 
thought hadn’t come to anybody’s mind in the provincial government as yet. 
It also seems a little surprising to think that the government would have 
approved these contracts that are before us without any qualification what- 
sover. They would have said, ‘‘These contracts are great. Let’s give them 
the orders-in-council,’ and then developed a special tax because these 
same contracts created an excess profit. There is something contradictory 
about that kind of an approach. All this does is raise this interesting con- 
tradiction. It doesn’t mean that they’re in any way stopped from doing it. 
If they thought there was excess profit, they can go ahead and do it. But 
one would think that from a point of view of logical reasoning, their approach 
to consistency in government, that if that was a scenario that they seriously 
envisioned, it should have been something they talked about up front, not 
when they were sort of dragged in here by the committee and it became a 
question of discussion by the committee members. 


Ms. Gigantes: Alan, in legal terms, if a company 1s contracting with a 
purchaser and the base price involved in the contract includes a tax and the 
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purchaser then turns around and imposes an excess tax somehow not included 
in that base price, can there be grounds for breaking the contract ? 


Mr. Schwartz: First of all, the simple answer is no, I don’t think it would 
be. I will also tell you that these contracts, in their provisions—and again, 
I keep saying this because as a lawyer I can’t help but be impressed by the 
drafting of the contract—they clearly contemplate the possibility that at some 
future time tax laws may change. The mining tax may change. Some other 
taxing laws may change and there may be additional taxes. So the simple 
answer is no, and the other answer is the contracts contemplate the possibility 
of more tax and work them back into the base price as all other taxes, as a 
COSt, 


Mr. Ashe: Except corporation tax. 


Mr. Kerrio: Excuse me, Alan. Did you say “work them back into the 
base price’? 


Mr. Schwartz: Yes. 

Ms. Gigantes: Does that include excess profits tax? 
Mr. Kerno: Yes. 

Mr. Reed: It’s really pretty meaningless. 


Myr. Schwartz: It isn’t really meaningless. You can get into that argu- 
ment, but I can just tell you that that’s the way the contracts are. It is not 
an unusual thing whatsover. The tax that the company pays is a cost. I don’t 
know what more I can tell you. 


Mr. Fisher: The point of it is that if the tax is worked back into the 
base, you can say in effect the company doesn’t pay, but what happens is you’ve 
taken his profit away. 


Myr. Schwartz: And that, I assume, is the purpose. That’s what we 
thought was the purpose. You’ve skimmed off the ‘‘windfall profit”. 


Ms. Gigantes: You don’t take back more than you’ve paid as a purchaser? 
Mr. Schwartz: No, you do not. 


The other thing to say about this excess profit approach was that the 
government’s willingness to impose an excess profit tax, or to talk about it, 
appeared only after members of this committee had stated publicly and force- 
fully that they were concerned about excess profits and raised the issue of a 
possible excess profit tax of some sort. In that regard, we’re all aware the 
government certainly had the opportunity to raise this issue at the outset. 
The first witness before us was the Hon. James Taylor. He could have talked 
about that. He made a lengthy opening statement to us, and I can just 
refresh your memory and tell you—and I’m sure Dr. Smith (S. Smith) remem- 
bers this quite well—he spent some time discussing with Mr. Taylor on that 
day the whole issue of profits. He didn’t talk specifically about an excess 


Sl 


profit tax, but he did talk about profit levels with him and they had a discussion 
that went on for some time. It was certainly open to the minister during that 
discussion to say, ‘This is a possibility’. It never came out. 


So all in all, I think our conclusion in this area is that an excess profit 
tax is something which the government has said it is willing to think about 
seriously at the appropriate time. I don’t think that Jim (Fisher) and | in 
any way question the sincerity of the Hon. Reuben Baetz when he said that. 
We just raise these other issues and just say it’s a little strange how it all 
occurred. I don’t know what conclusions you draw from this other than it 
was a little strange. We would have, I think, preferred to see it come out in a 
slightly different way. Then again, while we say that, it’s a little strange, 
I don’t think that we, as a committee, ought to be too concerned about it. 
If we come to the conclusion that these contracts aren’t bad and they are in 
the public interest because we need the uranium and there is no alternative 
and for whatever reasons we might decide, but we are concerned that there is an 
excess profit, there is a profit above what is reasonable under the circumstances— 
and I don’t want to spend too much time on that, but we have to remember what 
is reasonable in this case is fairly complex; it’s not just a return on this mine, 
it’s a return on uranium mining and uranium exploration. But, forgetting 
that, if we could determine this, we could always approve them as a com- 
mittee and say these contracts ought to be approved but the government, 
the present government, should develop and present to the Legislature a taxing 
scheme for uranium mining which works out some sort of system, which 
determines what is and what is not reasonable profit, we could get to talk 
about those criteria and guidelines which we say do not exist at the moment. 
It’s even possible, I suppose, for us to recommend that the government give 
us back the problem and we’ll work it out for them. I mean, if that’s 
something the committee thinks it ought to be doing, there is certainly nothing 
on earth to stop this committee from saying “Approve the contracts. Not 
only do we want the government to develop and present a taxing scheme 
but we, as a committee, are going to look at that problem and we'll present 
our own scheme’’. 


I just put that out as a possibility. Why you would want to get into 
that, I don’t know but you might; and it’s a real possibility that I don't 
think you should discount. Now there are some things that we wanted to say 
about this whole issue of excess profits just to put it in a perspective. The 
first thing is that if excess profits do occur, it’s just inconceivable that they'll 
occur before 1984; and the reason for this has to do with the production 
schedule. It doesn’t have anything to do with the prices; it has to do with 
how much they’re delivering. Prior to 1984, there are no deliveries by Preston, 
so there won’t be any excess profit. 


There are only very small deliveries by Denison. In 1984—I think that’s 


the year—Preston just begins their deliveries and Denison just begins to start 
delivering just under 2 million pounds in that year. 


Ms. Gigantes: But we advance the money immediately ? 


Mr. Schwartz: Yes. We advance the money immediately for the capital 
construction. © 
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Mr. Fisher: Not immediately. We advance the money between now and 
then for the capital construction. 


My. Schwartz: As things are happening. 
My. Fisher: As it goes ahead. 


Mr. Schwartz: There are ongoing advances to meet the progress being 
made in the capital construction. 


Ms. Gigantes: Well, there was the request from Mr. Roman that we shell 
out $100 million to $130 million as of December for expenditures made. 
So presumably he is going to foot the bill then. | 


Mr. Fisher: No. He wanted Hydro to guarantee that they would pay 
certain moneys that he was about to commit for. That’s different than the 
provisions under the contract. The provision under the contract are that you 
would pay, I think, at the end of the month for all expenditures that were 
made up to, I think, about the fifth of the previous month; so that you would be 


paying. 
Mr. Ashe: He wanted a commitment of $25 million. 


Mr. Fisher: Well, he had only spent $25 million. He was about to 
commit for more money and he said, “You have got to guarantee to put up 
that money or I won’t commit. What I will do instead is I'll take it and sell 
it somewhere else’. You don’t put it up all at once, bang, in 1978. 


Mr. Schwartz: The other thing other than when the excessive profits may 
begin, is that, it seems a little strange to think that you can bind the govern- 
ment of 1984 to any particular taxing scheme. I guess 1984 is just a weird 
year to me: I still remember reading the book in high school and getting very 
nervous, but here it 1s over and over again. 


Mr. Reed: It’s all coming true. 


Mr. Schwartz: Now, Jim and I, I don’t think we’re prepared—I know you 
are more prepared than we are—but we're certainly not prepared to speculate 
on which of the three parties is going to form the government in 1984. 
I have no idea at all. 


Mr. Reed: Oh, you should have by now. 


Mr. Schwartz: You’re certainly not referring to past performance. Don’t 
draw me into this. 


Mr. S. Smith: By then we might have been defeated again. 


My. Schwartz: The other thing is, not only don’t you know which party 
Is going to form the government, even if you knew which party you don’t 
know which leader. You don’t know what the economic picture is going to 
be. You don’t know what the economic picture elsewhere is going to be. 
We don’t really know what will be reasonable in relation to profit; when 
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you assess a reasonable profit in 1984, what is that going to be? I think that 
those are some of the real concerns you must have when you think about 
how much can you do with this excess profit tax approach. It doesn’t mean 
it's an approach you should forget about. I still think it’s an important thing 
for us to think about, because we can do something with it. 


The third point on this page really says the best we can realistically 
hope to achieve is to have everybody, all three parties, support at least a 
concept of a special tax as guidance for the government of the future. I'd 
like to say a word or two more about that, because it can mean a little more than 
just some vague promise. 


First of all, all three parties can at least agree on the principle that there 
should be no windfall or excess profit. We’re going to have a great argument 
about what excess profit means. I think that that is something that I can’t 
pretend to be very helpful on at this moment. But one of the things we can 
do and one of the things I talked about a few minutes earlier, is to help to develop 
some criteria and guidelines, general guidelines, now or a year from now, so 
this committee can recommend that approach, and specific guidelines along 
with that general approach for looking at what would constitute excess or 
windfall profits in this particular industry, could be monitored every few years; 
and updated I suppose and changed, if circumstances warrant the change. 
Whatever government was the government at the appropriate time would have 
to decide what it would do with it, I suppose, but it certainly would have had 
the general support of everybody to that time. 


I think that’s where we come down on this excess profit issue. If it is 
a concern there is something you can do. I don’t think you should say it’s 
nothing at all, but while you're doing it I think you have to balance how far you 
can go realistically. 


Mr. Ashe: Mr. Chairman, may I interrupt for a moment please? Would it 
be in order to take a few minutes out of the committee’s time at this time 
to try to determine what we're going to do following the presentation? I think 
we can assume we're going to go through to completion of this presentation, 
which the way it’s going is going to take another hour or hour and a half. 
There's no problem with that. But seeing as some people may want to re- 
arrange other commitments, can we determine what our schedule will be 
thereafter ? 


Mr. Chairman: 1 envisage the scenario as follows: After we’ve heard from 
the committee, we will adjourn—that is the staff. 


Mr. Schwartz: After we’ve heard from the staff, don’t make us the 
committee. 


Mr. Chairman: We will adjourn and resume tomorrow morning, at what 
hour we'll have to take a look at in a moment. I presume there may be some 
general discussion, but I assume that in the interval individuals, or party 
groups within the committee, let’s be realistic, will have put their heads 
together, hopefully to come up with a collective rather than an individual, 
although there is always possibilities for individuals to take into individual 
stances; and in the general discussion, presumably tomorrow, that will emerge. 
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Mr. Schwartz: Quickly. 


Mr. Chairman: Rather quickly, I hope; which means that there’s going to 
be a lot of work done overnight. 


Mr. Schwartz: If it hasn’t been done already. 


Mr. Chairman: 1 presume, at some fairly early point, we face the basic 
issue; because there is before this committee one question, does the com- 
mittee believe that the contracts are in the public interest. If the committee 
agrees that they’re in the public interest we then proceed to write a report 
documenting that. If the committee decides that it is not in the public 
interest, partially or wholly, unanimously or by a majority vote, then we 
proceed to write a report to document the conclusion we came to. I would 
think, If I may just envisage all scenarios, that if the majority of the committee 
states that the contracts are in the public interest, that information will get 
out and the government will hear it, conceivably we can confirm it by a letter 
to the Premier immediately as far in advance of the 28th, with the report to 
follow with the documentation. 


If the committee decides by majority vote or otherwise that it doesn't 
believe that they are in the public interest, I think it might be a fair proposition 
that we should officially communicate that to the Premier—perhaps in a letter 
from myself on behalf of the committee—say that the documentation of it 1s 
now being compiled in a report which we will place in your hands as quickly 
as possible. 


Mr. Ashe: 1 have no general disagreement with that, Mr. Chairman. 
If everybody else agrees generally to that can we determine what might be 
our time frame tomorrow; recognizing that the Legislature reconvenes tomorrow 
at three o’clock. Can we maybe determine a starting time and a maximum 
finishing time tomorrow? 


Mr. Chairman: We had talked in terms of ten to one. The staff, in their 
glowing fashion whispered in my ear before lunch, that perhaps we should 
contemplate starting at nine or eight, or seven, or six. 


Mr. Schwartz: Let’s not get hysterical. 


Mr. Chairman: Whatever time the committee feels is necessary, because 
I think to be realistic that we can’t go beyond one o'clock. 


Mr. Kerrio: 1 don’t mind an early start as long as you stay, George. 

Mr. Ashe: It’s all right. Don’t worry about it. 

Mr. Chairman: George, to answer your question, can we decide now what 
hour we want to start tomorrow, because I doubt whether we will have any 
clearer idea of how much time we need by the time we have finished. 

Mr. Schwartz: Certainly from the staff’s perspective we are going to tell 


you what we think tonight; then we will watch you go tomorrow. And we will just 
sit back and listen to where it ends up. 


be 


Mr. Chairman: What hour were you thinking of, George: Just so | can 
get something out on the table. 


Mr. Ashe: Eight o’clock. I would be here at six, but being realistic too 
I think eight o'clock. 


Mr. Chairman: Quite frankly, there may be be sense in starting at eight; 
if I illustrate my point, and if we get finished by eleven or 11.30 or twelve, all 
the better. But if we start at ten and discover at one o'clock we are not really 
finished, we are then really in a bind; and I would be inclined to accept, 
cringing, the suggestion that we start at eight o’clock, just so we can make 
certain that we can complete our discussion tomorrow, because the crunch is 
on, the bind is on, in time. 


Mr. Ashe: To put some perspective to that, may I just throw it out then, 
Mr. Chairman, as a motion, and see what the consensus of the committee is, 
that we commence deliberations tomorrow at eight o’clock with a maximum 
finishing time of one p.m. 


Mr. Chairman: Any further discussion on that motion? Motion agreed to. 


Mr. Chairman: It is like the UN council, there were certain absentees who 
didn’t vote, but those who voted were unanimously in favour of it. 


Mr. Schwartz: I guess the final point we can make about the excess profit 
tax is that approving these contracts, of course, in no way hurts your position 
insofar as your ability to put in an excess profit tax if, as and when, it is appro- 
priate. That is the bottom line for that. It just makes no difference. 


Mr. Kerrio: Where does the tax go? 


Mr. Schwartz: It would be a provincial government tax that would go to the 
provincial treasury. 


Ms. Gigantes: To Darcy. 


Mr. Schwartz: That’s correct. It goes back only through the mechanism 
of the provincial government. 


The second one we would like to look at, if we could have a minute of 
quiet, is the purchase alternatives. 


We would like to discuss three things about that. There are three issues 
in this purchase alternative that we would like to address as a staff. 


The first is that in our view the Government of Ontario took what we 
call a casual approach to this alternative; they didn’t examine it as closely 
and as carefully as one would have imagined they might have. 


The second is that in our view the purchase option is always available if 
the committee, or the government still wants to pursue it; it doesn't get 
closed off. 
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Thirdly—and most importantly, from our perspective—is that a positive 
result is much more likely to be achieved if, in fact, we approve these contracts ; 
and we'll deal with each one of those points in some sort of order. Now, this 
particular slide is going to take us a while to get through, so have a bit of 
patience. I think it is important that we look at Ontario Hydro and the 
government of Ontario, and sort of see what they both did and how we got to 
where we are. 


First of all, it is clear that Ontario Hydro recognized the merits of the 
purchase approach very early in the game. They raised the question of 
whether it should proceed to procure its need for uranium by the acquisition 
of it through a takeover of one of the two major Ontario producers very 
early in 1973. I should also say though that when we refer to Mr. Gathercole’s 
letter, there has been—in my view—a slight bit of misinformation in what 
Mr. Gathercole said. I would just like to read that for a moment. He said, 
“We believe that either Ontario Hydro or some other agency of government 
should effectively own or control a substantial portion of the uranium resources 
required to meet our needs for at least the next 30 to 50 years’. We have all, 
when we talked about Mr. Gathercole’s letter, focussed on one of the several 
approaches that he talks about in that letter, and that was the possibility that 
Ontario Hydro or the government would purchase an existing mine; and to 
that end he talked about a feasibility study of some sort. He said we had 
better get a consulting geologist to investigate various matters. But when he 
talked about owning he also talked about controlling. I think it is clear that 
he was considering the possibility at that time, as well, of entering into 
discussion to get effective control under long-term contracts. I think it is just 
fair to Mr. Gathercole and for the tenor of our discussions to say that what 
Mr. Gathercole was doing—and I think with a lot of foresight—was saying 
that we have to tie up this uranium, that there are lots of ways of doing it, 
that one is a takeover: Let’s get the mine somehow. 


While they did that very early on, it didn’t take very long for us to get a 
response from Mr. McKeough, and by January 4, 1974 Mr. McKeough said, 
“T agree wholeheartedly with the thought of Ontario Hydro purchasing uranium 
reserves or obtaining contracts which will provide uranium supplies over time. 
I am much less enthusiastic about the thought of Ontario Hydro purchasing 
an existing mine; however, I recognize that in pursuing all possible alternatives 
this is an option that should be considered and therefore I would be interested 
in the results of any economic evaluations that may be carried out’. It’s 
hardly a ringing endorsement of somebody getting out there and examining 
the possibility; “aif you examine it I’m kind of interested in seeing what the 
results of your examination are’. That was the government’s initial reaction 
and that’s what we have on the other side—they really did express, in our 
view, disinterest from the start. It wasn’t something that fit with the govern- 
ment’s approach to things. 


Now, by June 14, of 1974, after hearing a Hydro presentation on this 
whole uranium question, there was, in our view, even less enthusiasm. “I am 
convinced,” said Mr. McKeough, “‘that there has to be a better way than simply 
buying a mine.” Again, it’s hardly a ringing endorsation for those persons 
who wanted to get involved in the examination of how feasible that approach 
was. But it is also true that Ontario Hydro and, maybe to some extent, the 
government, by that time, was recognizing that there was a real need to do a 
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feasibility study; and, I guess, the next point we would like to look at is that 
Hydro, after recognizing early on that purchase was a possibility did, I think, 
the proper thing—the thing that a good corporation would do—and that is they 
assigned a high-powered team to explore that alternative as fully as they thought 
it could be explored. I guess there are a couple of things we have to say about 
that study. 


First of all, it began when a whole bunch of other things were happening. 
It just didn’t go on in isolation. At the same time that the study was going on, 
Hydro was actively negotiating with Denison on the one hand and at that 
time it was Rio Algom on the other hand. There were talks going on between 
Hydro and the provincial government, to some extent, and with the federal 
government about the possibilities of a marketing board and a two-price 
system. You will remember that most of those discussions were happening in 
1974. There was some attempt to place a little pressure by having the federal 
government impose a moratorium on exports while we in Ontario got our own 
situation cleared up to the best of our abilities. So all that was happening 
while Ontario Hydro’s team began to look at this. I think it’s important that 
we keep some balance in mind. It wasn’t just one thing happening and one 
approach. A lot of different possibilities were in the air. In 1974 it was a new 
and as yet unresolved issue. 


We are told in some of the evidence that is before us, by Mr. Taylor, that 
even within Hydro at that time, when the study team began, there was concern 
being expressed, and I’m quoting, “‘that such a course would significantly alter 
the scope of Hydro’s operations and might distract us from our main role”. 
All that was happening at the same time. There were all these various forces 
pulling on this team. But while I say this, I think Hydro did what it does 
quite often. It conducted the thing in as fair a way as it could. It gave ita 
small group of outside consultants and a group of persons inside Hydro who 
were committed to the project and who, in the words of Mr. Nastich, ended up 
writing a “‘lucid report’. So that they took it seriously even though all this 
was revolving around them. They took it seriously. They presented a lucid, 
clear, document, which had some conclusions in it. 


While all that was happening, what was happening on the other side, the 
government side? 


Mr. Chairman: Alan, before you leave if you’re on the Hydro side, can 
I just get clarification? The quote you gave from Mr. Gathercole which you 
said indicated that there’d been some misunderstanding, that there was the 
ownership or control of mines, and the control might be through long-term 
contracts. Where was that from? 


Mr. Schwartz: That’s from his letter of December 10, 1973 to the Hon. Mr. 
McKeough. 


Mr. Chairman: | have it right in front of me. It seems to me that 


Mr. Schwartz: Look at page two, paragraph two, where he uses that quote. 
The first whole paragraph is where he uses that quote. Then later on in the 
letter as you go through, he says, “‘There’s lots of things that we ought to be 
looking at’’. Number three is ““Enter into detailed discussions with Canadian 
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uranium producers to determine to what degree effective control of supply and 
price could be achieved under long-term contracts. The companies contacted 
will be Rio Algom, Denison, Kerr-Addison, Eldorado, Gulf and Uranerz’’—the 
one that I can never pronounce. Those guys. 


Mr. Chairman: The only point I’m making is that in making an accurate 
assessment of what he was saying while he was raising a number of options, 
in the first paragraph he states: “nearly a year ago we raised with the govern- 
ment’——and that means, I assume, almost immediately after the appointment 
of Darcy McKeough as parliamentary assistant to the minister. 


Mr. Schwartz: The possibility of acquisition. 


Mr. Chairman: There were discussions. “Nearly a year ago, we raised 
with the government the question of whether we should not proceed to achieve 
this objective by the acquisition of the uranium reserves through the takeover 
of one or two major companies”. On the next page, in the paragraph to which 
you have referred, ‘‘In our view, we should proceed with the purchase of the 
uranium assets of Denison Mines, which are understood to have the largest 
low-cost reserves available, as quickly as possible’. So while he raised a number 
of options, I don’t see how you can conclude from that letter that their top, 
clear priority was acquisition of the uranium assets. 


Mr. Schwartz: | think that’s true. All I was really trying to say was, 
I think that’s completely fair to say from the Hydro point of view at that 
time—all I was really trying to indicate was that while that was their preference 
at the time, it isn’t fair to suggest that they weren’t saying there is all this stuff 
out there and we're going to look at it all. That’s what we’re about to do. 


Mr. Chairman: In the same scenario, on June 4, which would be seven 
months later, you have the notes, you have the memorandum from Mr. Matthew 
to his director, Mr. Cunningham, in which his 15th point was quite unqualified: 
“Acquisition of the Dneison reserves is the key to Ontario Hydro’s bargaining 
position now and in the future”. 


Mr. Schwartz: Absolutely, and we’re going to come back to that. Now, 
while, on the one hand, you had Ontario Hydro doing some of the things that 
the Chairman has pointed out to us and getting their team to examine all this, 
on the other hand, you had no specific people in the government of Ontario 
looking at that alternative, either alone or together with Ontario Hydro. They 
played no role in that examination. While they recognized the obligation by 
Ontario Hydro to study this alternative, they just obviously felt no parallel 
obligation on the government to get involved in any way, either by doing their 
own or by having some input into the study being done by Ontario Hydro. 
Now, under that, on the Ontario Hydro side, we have come to the end of 
Project Wellesley; and we will talk about the details in a few minutes, but . 


Ms. Gigantes: That was the end? 
Mr. Schwartz: No, it was not. They come and have a document called 


Project Wellesley and on the Ontario Hydro side they made a business decision 
on receipt of the facts; I would like to talk about that a little bit. The report 
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was presented to the Hydro board in August 1975. In July 1975 there occurred 
the price break in the negotiations with the producers. 


Ms. Gigantes: You're not saying the board had a copy of the report? 


Mr. Schwartz: No, no. It’s clear that they did not, but the report, the 
synthesis, whatever you want to call it, was first discussed at that time, in 
August 1975. Now about a month earlier that price break had occurred. 


Mr. Chairman: When did the break occur with Preston ? 


Mr. Fisher: We were told it was in the spring of 1975—-whenever the 
spring ls. 


Mr. Schwartz: Before that time. So that was the first thing that happened. 
Prior to the board getting this report, on the one hand you had the price 
break. There was still—and I’m really quoting now, from Mr. Taylor’s evidence 
and putting together bits into hopefully a cohesive thing—what else was 
happening in August. There was concern raised that Ontario Hydro would be 
required to deal at arm’s length with Denison because they couldn’t obtain 
100 per cent of the shares. There was still serious doubt that they could acquire 
the shares at an attractive price. There was serious doubt at that time expressed 
that the price suggested in Project Wellesley was realistic, because it was felt 
by many of the people that the major shareholders in Denison would recognize 
the value of those shares just as well as Ontario Hydro did and that it wouldn’t 
be just only Ontario Hydro who had figured out through their clever calcu- 
lations just what it was worth to them to get the shares in the way that is 
outlined in Project Wellesley, the shares which give them the uranium of 
Denison, but that someone at Denison would be almost as clever and be able 
to do the same calculations. 


When all that was happening at that time and there were some other 
concerns—and we’re going to get back to that in a few minutes—while all 
that was happening because of the price break and because of the fact that 
the contract negotiations were not completed, I think that the board shelved 
the project—they did not reject it, they shelved it—in order to monitor the 
progress of the contract negotiations. They did this so that at the end they 
could have something to weigh it against. They would have something very 
definite to be able to weigh the acquisition route against. 


On December 13, 1976, the contracts were approved after an examination 
of the terms along with an examination of an update that Hydro got, a bit 
of an update of the Project Wellesley numbers—and I’m going to come back 
to that in a few minutes. But before I get to that, I think before I get to some 
of the other business decisions, and other factors that may have influenced 
Ontario Hydro when they considered it—both the first time and again the 
second time, and they have been added the second time—I think it’s fair for 
us to say what was happening on the government’s side at that time. What we 
know is that the Minister of Energy, in February 1975, was aware of Project 
Wellesley. He was aware that it had been completed in the summer of 1975. 
But at that time he apparently did not ask for and did not receive a briefing. 
He didn’t receive a briefing until December, 1976. That’s a long time. 
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In December, 1976—December 6, I think—this briefing took place. That 
was 15 months after completion of the original Project Wellesley documents. 
It sat around for 15 months before the minister was briefed for the first time. 
The briefing was given to the minister by the Ontario Hydro staff as a result of 
the request by the minister which he made sometime in early October of 1976. 
There are several points that are worth noting for us. 


The briefing was a review of the terms and conditions of the Denison 
contract. That’s what they were briefing about. The minister pointed out 
during that briefing, according to the notes, that he expected Hydro to be 
able to identify very clearly its reasons for choosing one alternative over 
another. According to the notes, again, he emphasized that “‘the question of 
purchase or expropriation may again be raised, at which time it will be necessary 
to be clear for the reasons for not doing so’. That was 15 months after the 
original thing came on. 


During this briefing on December 6, 1976, 15 months later, the actual 
document—the actual Project Wellesley document—was not made available to 
the minister. He apparently didn’t request that it should be made available. 
The current minister, Mr. Baetz, said that this procedure is something that he 
wouldn’t personally find acceptable. He would have asked for it. Although, 
he also added that he was convinced that nothing would have been changed 
even if Mr. Timbrell had read the report. He also stated—this is Mr. Baetz— 
“to have studied it and then to have concluded that Hydro management was 
wrong in rejecting the report and going a different route; I have an idea that 
that is almost interference in management. I think it is’. Even if, for the 
moment, we accept Mr. Baetz as being totally correct—that it is interference 
with management—we also have to look at a comment made by Mr. Rowan. 


By letter of December 21, 1976, Ontario Hydro made application for an 
order-in-council for the Denison contract. Mr. Rowan said to us, and I’m 
quoting: 

‘Tt seems to me that the responsibility was transferred at that point . 
—that is the point where they requested the order-in-council, | assume ,— ‘from 
Ontario Hydro Board to the Minister of Energy. He had to assess the reasons 
given by the Hydro Board for choosing one alternative over the other and he 
had to confirm whether the route chosen by the Hydro Board confirmed with 
the government’s performance’. 


“T think that’s very important too, because if the Hydro board had decided 
to go other than the contract route, then it is quite possible that the govern- 
ment might have initiated a detailed review of all of the alternatives to see 
whether, in fact, the Hydro board’s recommendation was the best one in terms 
of public policy, because the public policy of the government at that time, and 
today, is to pursue contracts with the private sector’. 


That little exchange in those quotes that I’ve read to you and this whole 
scenario that I have built up, and that we have talked about at some length 
with this committee, raises a whole host of questions about the role of the 
government and the Ontario Hydro Board, and the relationship of one to the 
other; and I don’t think that at this time we as a staff are ready to shed any 
more light on this, other than to say that you can see how important that 
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topic is and it is a topic that you as a committee may want to get into a little 
later on in your deliberations. But for now the real question is what does 
it mean; and what it means is—the evidence is quite clear—the Ontario Hydro 
Board’s decision coincided with the preconceived views of government. That 
was their policy, that was the approach they wanted to take, and so they 
didn’t have too much trouble with it. It would have received closer attention, 
if they hadn’t agreed; in other words if Hydro had determined that they 
wanted to purchase the mines we suddenly would have found that the topic 
was worth close scrutiny by the government of Ontario, becuase it wouldn't 
have met their idea of the proper general approach to how you do this in the 
right or wrong way. What it may mean is that they could make the wrong 
decision, their information could have been all wrong, but if the conclusion is 
“right’’, we won't have to determine what information they used to come to 
the conclusion. It’s a funny way in my view, I think in our view, it’s a funny 
way to do things. On top of all that, we’re left with the final question that 
I think it just begs completely; and that is how much was the final decision of 
the Ontario Hydro Board impacted by their knowledge of the preconceived 
preference of the government of Ontario? I think that it is kind of a circular 
kind of question. I don’t think it is possible for us to give an absolute answer 
on it, but I think it is clear, and we're going to talk about it a little more, that 
there is that circular thing and how much influence it had on the Board I can’t 
guess. 


Ms. Gigantes: | have one other thing. I think it is important to note 
at this period in time, the period you are discussing, that the study Project 
Wellesley was only half done. That was part one. Part two never got touched. 


Mr. Schwariz: Yes. 


Mr. Fisher: Oh, well just a second there. Part two was not an addition 
to the study. Part two was writing up the background papers and calcu- 
lations and putting them in an orderly pile. 


Mr. Schwartz: It was the calculations that showed how the numbers in 
Part one were arrived at. So that’s what it was. Those numbers—you can 
just imagine—were scattered in thousands of piles and hundred of pieces of 
paper, and they just didn’t compile them into a neat orderly thing so that 
you could say “‘this number on page 6; the compilation was done as so” and 
termed part two. That’s what part two was about. 


Mr. Fisher: Okay. 
Ms. Gigantes: There was no . 


Mr. Schwartz: And Mr. Nastich gave, I think, a fairly clear explanation 
as to why they didn’t do that. He thought at that time they were finished. 


Ms. Gigantes: It wasn’t worth it. 


Mr. Schwartz: When they shelved the report at that time, they weren't 
worrying about the numbers as much as thinking about how are we going 
to deal with the contract, and I think Hydro, as you know, is kind of stretched 
at times, and they didn’t think that this was a useful thing to do with their 
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personnel. Now you may disagree with that. They took their personnel off 
for that reason. 


If you look back at all of what was happening in 1975, I guess you 
could make a case and say that Hydro did absolutely the right thing; but 
still the government didn’t do the right thing, for a variety of reasons. Maybe 
they should have accepted it, and if they didn’t accept it maybe they should 
have known a little more clearly why they weren’t going to purchase alternative, 
why they weren’t pursuing that more vigorously. Now I think the first thing 
we could look at are possible reasons for the Hydro rejection, and I think 
a few minutes ago I gave you a few that Mr. Taylor outlined quite clearly for 
the committee. There are a few others, which I think have to be added to 
that, and which I think we have to assess as fairly as we can to make a 
reasoned judgment on whether the right thing was done at that time. Hydro 
was just adding the chemical business to its concerns at about that time, 
and as you are all going to find out this summer Hydro was suddenly con- 
fronted with a challenge that I’m not sure it particularly relished, as a result 
at least in part of actions by AECL over which it didn’t have total control. 
They were suddenly getting into a whole new ballgame, the business of the 
heavy water. At the same time, there was clearer and clearer recognition at 
that time of the fantastic burden that that capital program places on the 
province of Ontario. On top of that, it was all happening at a time of 
announced government restraint. I think the people in Hydro were aware of 
all that. They couldn’t help but be. 


The other thing that I think we have to think about in relation to that 
is this whole question of Hydro is suddenly into another new ballgame. The 
reason that all this is important is that all these things are starting to happen 
to this corporation almost simultaneously. There really is a question as to 
whether you can manage efficiently if it’s all happening too quickly and 
whether there isn’t, from a business point of view, good reason to not get into 
new areas if you can help it because so many new areas are being imposed on 
you in any event and you wouldn’t want to get into too much and you 
woudn’t want to get in over your head. 


You can recall this question of public scrutiny at that time. We noted 
it in the final report of the select committee of this Legislature. At just about 
the time when that select committee first met, way back in October of 1975, 
Hydro had just completed its second public hearing before the Ontario Energy 
Board dealing with its rate increases, and these public hearings continue 
annually. It was just becoming extensively involved in the public hearing 
before the Royal Commission on Electric Power planning, and those hearings 
are still continuing and may continue for a long time from now. Its generation 
sites and transmission line routes were under constant public scrutiny. Public 
scrutiny becomes an issue and they were faced with that, and that takes more 
time and more energy and it’s just another thing they have to do. It was 
also preparing at that time, the time when they had to make these kinds of 
decisions, for a major hearing into a proposed new rate structure which will 
have terrific impact on the province of Ontario. I can tell you that those 
hearings which began many, many months ago, are still going before the 
Ontario Energy Board as we sit here and deliberate on this other topic, and the 
information I now have, heaven forbid, is that they’re going to be going well 
into next fall. 


63 


All I’m saying is, on top of all these other problems, they’re suddenly 
put into a whole new world of public accountability. They’re suddenly faced 
with a whole new world where the public is saying, ‘““What is going on’’? It 
requires certain resources in the corporation to deal with all that. It just is. 
I think the public was getting from Ontario Hydro, at that time, and still is, 
I guess, enormous expenditures of time and money and energy in that regard. 
Whether we like what they told us or not, or thought they could have done it 
better, I think nobody argues with the fact that they were scurrying about at 
a pretty frantic pace, particularly at the beginning, because, like anything 
else, when it’s new, it’s even more confusing. Now they’re more into the 
rhythm of it and they can probably handle it better, but I think it really was 
a major concern at that time. 


Finally, really could they ever be sure of continuous government backing 
if they were going out to try and purchase the mine from Denison when they 
knew that the government was kind of lukewarm to the idea? What effect 
did that have on them? I think they just had to think about how that would 
impact on their ability. It’s sort of a catch 22. You know, what is the 
impact of the government’s preconceived view? Was it a view that helped 
mold the decision of the board in any way? I just don’t know and perhaps 
will never know. But I think there are a couple of things when you think 
about that whole relationship that you should note. 


The first is, shortly after the Ontario Hydro board shelved Project 
Wellesley—that is in August 1975 when they looked at it and shelved it for 
the reasons we discussed—the Ontario Cabinet reiterated its preference that 
Ontario Hydro continue to pursue its long-term contractual route. So that 
was happening. 


I should also point out in the letter of December 21, 1976, to the Hon. 
Dennis Timbrell, Mr. Taylor states, in reference to the government’s preference 
for long-term contracts, “‘based on the board’s own deliberations, and the 
government’s views, Hydro’s efforts were then directed towards brining contract 
negotiations to a conclusion’’. So who knows how important the government 
view was? 


On the other hand, I think you have to say, to be fair to Mr. Taylor and 
to be fair to all the players in this game, that Mr. Taylor said emphatically 
and very clearly: “I, and the board, did what we independently thought was 
right. And if anybody had been pushing us to do otherwise I would have had 
to seriously consider my role as chairman’. I think he made that point in a 
fairly straightforward and strong way. 


In the end the Ontario Hydro board, as is their duty, weighed all of the 
factors; and they weighed the factors we talked about in the slide before and 
I guess they weighed the factors that we brought up here as possible reasons 
for rejection, and made the decision that it believed, I think the Ontario Hydro 
board did believe, was in the public interest. I think they did what they 
considered was honestly in the best public interest. And in so doing they 
brought the collective wisdom of that board of directors to bear. Whether 
you disagree or agree with the final decision that they made, I think it is 
certainly the view of your staff that they carried out—that is Ontario Hydro 
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and its board—their duties in a proper manner. They did their job. They 
did it in a responsible manner. 


On the other hand, we have to just look at the other side of that chart 
and say why would the Government of Ontario not have gone for buying the 
mine—like maybe it was a good thing. 


First of all they could have done several things. Hydro didn't have to 
purchase it. The government could have somehow got it through maybe the 
Ontario Energy Corporation; made that corporation do something a little more 
than it is doing now. It may have—and I have to stress may have —resulted 
in an important change in position for the Government of Ontario when it 
was dealing with the federal government in trying to get them to change their 
policy. And it may have provided a substantial economic benefit to the 
Ontario electricity consumers. All that is true; all those things may have 
happened. Although I have to say again that is something you would be able 
to know, you would be able to determine when you determine what they 
would realistically buy it for. 


If that was the case—if the last situation on this page was clearly the 
case—let me at least make it clear to this committee that your staff has 
absolutely no ideological problem with the government of Ontario or the Ontario 
Energy Corporation or Ontario Hydro if the legislation was changed, buying 
a uranium mine. We just don’t approach it—we don’t have any philosophical 
difficulty with that. 


I think that is something we want you to keep in mind as we go through 
the rest of this page on the purchase alternative. 


One of the things about the purchase alternative is that it really does 
have emotional appeal. I think it really does, and you can’t deny that. The 
emotional appeal though, from our point of view, is hard to balance with 
the, sort of, hard facts of this particular case at this particular time. I think 
that is the approach that we as a staff are obliged to look at it from. And 
that is how we tried. 


The first side is the supposed benefits—and we have what we call the 
realities on the other side. If you buy the mine, you are ensuring the public 
receives the profits from Ontario’s resources—and who can argue with that? 
We don’t want a rip-off. Nobody wants windfall profits. Let’s just say we all 
agree on that. 


From our point of view, the reality of all this is that what you're going to 
be doing if you purchase the mine in 1978 is you’re going to be prepaying 
those profits to the current owners of Denison unless you strike some fabulous 
bargain which, from our perspective, is inconceivable. So our first thing to 
say about this is: “If you don’t want them to make the money over 35 years, 
why in God’s name are you going to give it all to them, or a good chunk of it 
to them, tomorrow’’ ? 


The second point about that is, and it’s related, there is no net economic 
benefit to us unless we strike a bargain in this deal. 


65 


We're going to talk about it a little again, but we in this province, when 
it comes to purchasing that resource, are in no special position. I think when 
we have to make a hard-headed decision about whether on February 28th, we 
approve these contracts as being in the public interest, we had better face up 
to the fact that whether we like it or not or find it acceptable or not, we are 
not in a special position vis-a-vis purchasing that resource. If we’re not, are 
we going to get a bargain? Why would we think we would? 


When we go back to the benefits of purchasing, it will ensure full public 
control of the uranium mine. I guess that is a benefit. But the contracts we 
have tied up—certainly on the Preston thing, without any question; it ties up 
everything. That’s all there is and there isn’t any more. 


Mr. Kerrio: On the Denison ? 


Mr. Schwartz: On the Preston one. On the Denison one it is quite likely 
that we are tying up all of the production capabilities that can be milked from 
that particular ore body. If we aren’t, we're certainly tying up a very great 
deal of it for the next 34 years. 


If we take over the mine, if the province takes over the mine, we’re going 
to ensure that it’s operated in a very responsible way in terms of the safety 
of miners, in terms of environmental considerations. We’re going to look after 
that. But none of those considerations are considerations which, if we really 
have the will to do, we can’t do through legislation. If we want to do it and 
if it’s something that we, as a province, say we are committed to, you don’t 
have to own the mine to do that. 


Finally, the issue that we can ensure the mine is operated for Hydro’s 
benefit. In the Preston case, as I said, we’re churning out what they’ve got. 
In the Denison case, while we’ve talked about the grades changing, it’s chang- 
ing because we're getting the ore when we're getting it. Maybe the smart 
thing would have been to enter into these contracts five years ago, but we 
didn’t and we don’t have them. At the time that we are going to be getting 
deliveries, we won’t be getting a different grade than the Japanese are getting 
at that time. In 1984, the Japanese and Ontario Hydro will be getting 
essentially the same ore from the same spot. It’s just that we’re not getting 
what’s available now and by 1984, as Jim explained, we'll be down perhaps 
to another level of mining. 


The other thing: The reality is, if you buy it, it does add a further sunk- 
cost to be amortized if the quantities have to be curtailed. These are incredibly 
well-drafted and flexible contracts which allow us the opportunity of getting 
out under a variety of circumstances at what I think is overall fairly cheap 
insurance. On the other hand, if you own it, and you don’t need any of it, if 
you don’t need a portion of that uranium, and one alternative that we talked 
about in relation to the other, the free one, the profit alternative is removed, 
we can’t sell it on the world market for some reason. We can’t. We're stuck 
with it. We've got it sitting there and I don’t know what we'll do with it. 
So I think that is a disadvantage. 


Jim is going to tell something about some of the numbers involved in this, 
because as soon as I get a number I get tongue-tied and Evelyn asks me a 
: g g g y 
question that I don’t know the answer to. 
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Mr. Fisher: Okay, what we tried to do on page 29, though, is say: 
“Forget all that’. Supposing you don’t agree with all those arguments that 
there isn’t very much of a benefit to it. Let’s suppose you want to buy it 
anyway, and how do the economics, the basic economics of the purchase look 
today, as compared to the other times that it was looked at. What we did 
was we got Hydro to do a new run, which is that third column, in February 
1978, and added some of our own calculations to say how does the purchase 
alternative look today. What we have, just to say what it is, we are showing 
the value of the uranium asset, that’s based on all those discounts of future 
cash flows, which I am going to talk to in a minute because they’re important 
to understand what’s in that. The number looks harder than it is. Then 
we'll take the highest market price, and as we pointed out before, the curious 
thing about that, when you look at the price range, is that the price range 
of the stock hasn’t really changed much over this whole period that we have 
been talking about. So that we end up with a market value at the high, 
which is just multiplying by the number of shares, and you get a difference 
between the value of the uranium assets and the market value which is that 
gap that we have always talked about in which you would negotiate, and you 
could say that you could pay up to that much over the market and end up 
in the same position. 


I think what it amounts to, when you find out the assumptions, is an 
incredible coincidence of numbers, in that the basic economics, based on the 
way they do the calculations, have really not changed over what amounts 
to almost three years. In 1975, the difference is $384 million; December ’76 
it’s $364 million; February of 1978, it’s $365 million. Within the range that 
we are talking about, it’s the same number. I think that you have to bear 
in mind, though, how much these numbers are estimates. Every single number 
in these is an estimate and it’s based on top of assumptions on top of judgments. 
Some of the key assumptions are Dr. Robertson’s estimate of costs. That 
hasn’t changed from ’76 and you have to still say: are his estimates of costs 
right, which you don’t know. The next thing that’s in there that’s important 
is that there is Hydro’s economist’s estimate of inflation, and the effect that 
inflation will have on costs at Elliot Lake. There again you’ve got different 
assumptions that have gone into it. The third key assumption is that there 
is a guess at world price and where on earth is world price going to be in the 
future ? 


You’ll recall in the Project Wellesley, the guess was that it was going 
to start at 20, and then it went up on a slope to 40 and then it stayed steady 
from there on in real terms. In 1976, the assumption was that the price 
would be at $40 U.S., and stay there in real terms. In 1978, because the 
price hasn’t moved in actual dollars, not real dollars; if it had gone up in 
1976 dollars it would probably be in the $50 range today, but it hasn't moved 
in fact. Still in U.S. dollars; I understand the latest quote is $43 U.S. But, 
whatever, let’s say it’s still in that same range of $40/$42, and when they did 
this we had them use the number of $40 U.S. as the base on which the thing 
would go. So it’s a guess; where is the price going to go? Is it going to go 
up or down, or where is it going to go? 


A fourth area of guessing is the contract terms to the Japanese or to 
the other suppliers and what are they; and nobody knows what those contracts 
actually are, but the major part of the net present value are those dollars that 
you get in the next 10 or 12 years on the foreign sales. 
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And finally, you have to bear in mind it’s not a guess, it’s a number 
that 1s used to take all these cash flows that go on for the next 34 years and 
reduce them to a single number, we used a thing called a discount rate; and 
a discount rate is a very funny thing on which there are volumes of books 
written on all the problems of using a discount rate. But without going into 
the volumes, in 1975 they used 11 per cent as a discount rate, for reasons; 
in 1976 they used 12 per cent. We had them use 10 per cent. We could have 
used any number; and in the exhibit in which this thing is done, in the 
numbers they have given us, the difference is if you use 10 per cent this 
number of 638 is the value, if you use 12 per cent it falls to $526 million. 
So I mean they’re numbers and they have an awful lot of validity because 
there's not enough zeroes on the end of them I guess. You say $638—it looks 
like a very accurate precise number. It’s a real guess and there’s no way 
of knowing. The other side of it is that it’s Hydro’s guess or it’s a guess of a 
group of people in Hydro. That’s not necessarily Denison’s guess. Denison 
may have completely different guesses about what’s going to happen to cost, 
what's going to happen to inflation. They are the only ones who know for 
sure what’s in their other contracts. By May their number could be completely 
different, up or down from these numbers. So you’ve got to approach these 
numbers with a lot of caution. They are just not hard at all. But with all 
those cautions I think you should be aware that if you want to pursue the 
purchase alternative, the economics based on all these assumptions just haven’t 
changed. The numbers have stayed the same and the thing is as good a buy 
now, given the assumptions, as it was then—maybe better because you know 
a little more. 


One of the things we looked at, which is on the next page, is what 
difference does it make to the purchase option if the contracts are approved 
and signed or they are not? I think it is a key consideration for deciding 
what you do. 


First of all, the assets have a higher value at world price than at contract 
price. Now as you can see the difference is not enormous. It’s $48 million 
and the reason that that number is not that large in relation to what it 
was when some of the numbers were run previously is because the world 
price assumptions that we used in our February 1978 run are lower in real 
dollars than they were before. So that the gap between the base price and 
the world price isn’t that large, and since that is cut in half by the contract 
you re talking about half of a relatively small number. Then you're discount- 
ing it from 1985 to the year 2010 and so on—so in the end it’s not a big 
difference in terms of the economics of it. The reason we think it is important 
to bear that number in mind, however, is that if you don’t sign the contracts 
and you try to do some kind of expropriation or purchase, it would seem 
reasonable to us for the buyer to value his company on the basis of a world 
price—on the basis of his opportunity price for selling uranium. ‘‘You wouldn't 
sell to me under my contract. You didn’t like it. My assets are worth so 
much’. We think that’s where he would start. 


The second condition is that unless 100 per cent of the shares are pur- 
chased, and I guess it’s our view that if you’re going to be realistic, the only 
way you could get that is if you expropriate; that’s the only way you could 
be sure of getting 100 per cent. That means you would have to convince the 
federal government to do the expropriation for you. But if you can’t do 
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that, if you have to do a share purchase, we would end up with minority 
shares and shareholders who would have a right to insist that their relation- 
ship be arm’s-length, that there be no favoured terms and it may be that the 
fair market value of the exchange would have to be world price. Now that’s 
not necessarily true. One could say that we had an arrangement before that 
was halfway and so maybe you could do that. At this point it is unclear 
what you could do about that, but I think it is at least a possibility that 
you would have objections from some minority shareholders that they had 
been dealt with unfairly by having a discount on what they might say was a 
fair value of their ore. 


Ms. Gigantes: Just a question on that. If you’re dealing at arm’s-length 
with minority shareholders, is it possible to treat them as a special group in 
terms of dividends. 


Mr. Schwartz: No. The minority shareholder has a right to have the 
company run in the best interest of the company and I can’t say it any more 
clearly. They can say “if I was’—TI have to be careful—I was going to say 
that “if I were running a company this is how I would do it’. It’s not quite 
that simple because there are different approaches to different problems. But 
in the general sense of the word you would have to do what is best for the 
company, do something for their benefit. 


Ms. Gigantes: Suppose you were running the company so that you were 
giving a special price to Ontario Hydro for its uranium; could you say to the 
minority shareholders, ‘‘We will give you dividends on your share so that you 
would receive as much payback as if we had sold at a world price’. 


Mr. Schwartz: It’s not only the dividends on the shares that a minority 
shareholder has. It’s his whole interest in the company. If by doing that 
you are deteriorating the financial stability of the company, you are impacting 
on his rights. So he’s not just concerned with getting his dividend once a 
year, he’s concerned with the whole financial structure of the corporation. 
I think the answer is likely, “No”. 


Ms. Gigantes: When we're talking, then, about purchase, are we talking 
about purchasing the mining company? Are we talking about purchasing 
Denison ? 


Mr. Schwartz: We're talking about a purchase, really, in the sense that 
it was outlined in Project Wellesley. I think the purchase of Denison is out, 
purchasing all of Denison is just so ludicrous as to be out of the question. 
It just can’t happen. The dollar figures involved would be absolutely astro- 
nomical. You would be owning oil in the Aegean Sea and coal in British 
Columbia. I think when we were talking about purchasing, we were thinking 
about the type of arrangement which, by the way, would require a great deal 
of co-operation from Denison, but the type of arrangement which would, in fact, 
set up a new company and really allow you to purchase the shares in such a 
manner that you ended up with owning their uranium company. That's what 
we're talking about; the uranium mines. 


Ms. Gigantes: Okay. 
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Mr. Fisher: The third point is this problem of negotiating with Denison’s 
major owner. I think the fact of the shareholding is if you didn’t reach terms 
with Denison’s major shareholder, there would be no purchase. He has to 
purchase only a relatively few shares compared with what you'd have to 
purchase in order to get effective control. So you’ve got one man that you've 
got to buy out. It’s a negotiation. If you don’t purchase it—or if you don’t 
approve the contracts and you try and get into that negotiating process 
instead—it’s our view that you’re putting yourself in a very tough negotiating 
position. The seller has already said his company isn’t for sale and that’s a 
negotiating position, one can say, but at least he sure staked out a pretty tough 
one (as: avstart. 


The second thing is, if you look at what Denison is doing and their whole 
strategy of where they want to be in the energy business, this is a sort of solid, 
stable base to it, which, it appears to us, would have some value to them; and 
they would not be willing sellers of that base of earning. It’s a basis for a 
lot of financing. 


The third thing is that it appeared to us, anyway, that the tension that 
would exist between buyer and seller in this would make the negotiations 
extremely difficult. I think the major shareholder would consider that he has 
not been given a fair hand from the beginning, that he’s made his concessions, 
he’s done his thing. ‘“‘You are trying to buy me secretly, you are trying to 
do stuff to me with Ottawa. I’m not going to be a very co-operative seller’. 
So I think what we’ve got on the one hand is the prospect of dealing with a 
very unhappy, very unwilling seller. Which is not to say that there is not 
some price at which you can get him, but he is an unwilling seller. On the 
other side, you would have Ontario Hydro or the government in the position 
where it is getting farther and farther down the road without tying up— 
(Lights fail in the committee room.) Hydro goes farther and farther down 
the road without having tied up substantial quantities of uranium for the 
mid 1980s. It’s going farther and farther down the road, where the expansion 
project isn’t going ahead. Possibly, it’s going farther and farther down the 
road where Denison will have been starting to make contracts with other 
people, taking the uranium out from under your feet anyway so you end up 
buying it and you don’t end up owning uranium anyway because it’s all 
contracted out. 


Ms. Gigantes: Who are they going to sell it to? 


Mr. Fisher: They’re going to sell to whoever wants to buy it. They’re 
going to sell it to TVA. 


Ms. Gigantes: The federal government is going to allow them to ship out 
their 30 per cent? 


Mr. Fisher: It would be hard to say what the federal government’s position 
could be. On what grounds would they prevent them from doing so? 


Ms. Gigantes: On the grounds that they haven’t met their reserve require- 
ments for domestic use. 
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Mr. Fisher: No, they can leave that in the ground, that’s not a problem. 
As you know, under the terms of the federal guidelines, they in fact can sell 
the whole 126 million pounds, this whole thing, to the year 2011, and there is 
enough left in the ground to satisfy the current federal requirements. That’s 
done. Now, I think it is fair to say that the federal government probably 
exerts more control than their guidelines on the face of it would leave you to 
believe. 


But here you have a position where Denison did break on the price, where 
the federal government does think the price concession they gave was reason- 
able; they did offer to sell far more than they had to and Ontario Hydro 
turned them down—or Ontario Hydro didn’t, the government turned them 
down. I don’t know what position the federal government takes; sure, probably 
they wouldn’t let them sell the whole thing but maybe another contract for 
another 40 million pounds out of there; maybe the next level, that two million 
extra pounds they start (inaudible) in 1984. I don’t know. We are all just 
flipping coins in the air; there is no way of knowing what they would do. 
But it would appear that Denison would have not a bad case for saying there 
is no basis for your denying us the right to export this stuff; it’s already been 
turned down. 


All it seems to us it does is it gives you the prospect, if there were no 
approved contracts, of an anxious buyer on the one hand and a very unwilling 
seller on the other hand; and that is not the best way to enter into a negotiation 
on price because that is what it will be, at what price will you sell it? 


Mr. Schwartz: I should also just add to that—I think Mr. MacIntosh 
alluded to this—it is a hell of a position to be in, to start negotiating the 
purchase and expect a bargain when Denison, or anybody else for that matter 
but we are looking at Denison, knows what your cards are. I mean, through 
the work of this committee and other things, Denison knows exactly what this 
is worth to Ontario Hydro, to the government, to anybody. There is no 
reason on earth to believe that they wouldn’t be cognizant of that when they 
were negotiating. That’s the way the game gets played out there. I can tell 
you I’d hate like hell to be a lawyer who had to do the negotiating to get it 
from Denison under those circumstances, it would be a very difficult task, it 
just would be. 


Mr. Fisher: The last point which we would just throw out for you is that 
given that condition, which we think you’d be in, where you would have to 
be exerting all possible influence and energy to try and close this negotiation 
with Denison, which would be very tough, that it would in effect foreclose 
what we think just might be an equally attractive alternative and that is to 
go after Rio Algom rather than Denison. 


Now, theoretically there is no reason why you are foreclosed; you could 
do both. I think in practical terms, in terms of the dollars you would be 
talking about and in terms of the energy that you’re talking about, it is 
probably not reasonable to assume that you’d carry on the two negotiations 
at once. But if you look at Rio Algom just on the surface, they have larger 
reserves, they've got reserves that are not yet committed to anyone, whereas 
Denison, until you get down to about a pound a ton, are all tied up—they are 
all sold to somebody—and there is a possibility at least that Rio Algom’s 
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owners may not have the same emotional problems of dealing with you that 
Denison’s major owner has. That is not to say Rio Algom’s owners are going 
to be a willing seller either. You'd be dealing with Rio Tinto Zinc. It would 
be a professional purchase from a professional company. It is hard to say 
that is, on the surface, a less attractive acquisition than Denison. It seems to 
us that if you could just take the pressure off yourself in terms of looking at 
those, by approving the contracts and getting that set, you've still got a lot 
of years to pursue one or the other or both or do what you like. 


Mr. Schwartz: 1 think overall in this whole issue of alternatives, our 
conclusions are, under the purchase alternative, that the government of Ontario 
has failed during those several years that we’ve covered, 1973 through 1975, 
to really appreciate the possible public policy attractions of purchasing a major 
producer. They never really took the option seriously enough from our 
perspective. I can’t add anything to the facts that we’ve already talked about. 


Hydro’s decision may well have been correct within their perspective but 
it is possible that they were wrong on some broader grounds. Perhaps that’s 
where the government really has a responsibility to have monitored a decision 
of that importance more carefully. 


It’s difficult to say whether that has any impact on where we would have 
ended up today. Maybe you could say, even if it didn’t it’s just not a very 
admirable way of carrying on. Maybe there was just a better way of carrying 
on. 


The third one is, from our perspective, unless there is some way that we 
can be shown that the purchase will be made at a substantial discount from its 
economic value, we just don’t see, at this point in time, any real public benefit 
from owning Denison, not one that you can in any way really measure. I think 
that when we say that I should say something about some of Jim’s earlier 
comments. 


The Denison people are a private corporation. It’s kind of interesting to 
think about us entering into real willing-buyer, willing-seller negotiations with 
them because, in the end, if we want to acquire it, that’s the real alternative. 
They have staggered through the bad times in the uranium industry and sat 
with that uranium. Nobody wanted it. 


Mr. Reed: The feds helped them out. 


Mr. Schwartz: The feds helped them out. But it also is true that they 
weren't exactly one of the most prosperous companies on earth at that moment. 
But the point is that they did get through the bad times, et cetera, and you ve 
got to look at it from their perspective. We're talking about the guy who 
you've asked to sell it to you now. They are in the midst of a fairly recent 
broad diversification program, as Jim said. They’re into oil and gas and coal. 
They’ve been in it for a while but they’re expanding. They’re becoming a 
more diversified energy company. I think that Jim really hit it on the head 
when he said it’s just inconceivable that you will take the heart of a diversified 
energy company, which is the uranium components, which is what they are 
known for, what they’re comfortable with and what they have, and cut it out 
of the company. So that while they’re getting into these other ventures, there 
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is some importance to them, from a corporate point of view, of having some 
stability, of having that uranium. The only thing that this goes to is it just 
seems to us to be another one of the reasons why you would have to think 
when you're talking about the purchase of that asset from Denison, of the 
mine from assets, through getting the shares, that it has another value that 
they may see in it when they're dealing with you. 


In any case, I think the bottom line for us is that approving these contracts, 
first of all, doesn’t foreclose you after you’ve got the contracts from trying to 
buy that particular bit from Denison. In any event, it seems to us that it 
strengthens the government’s hand generally in approaching the purchase 
alternative as a real alternative if it becomes necessary to buy more uranium 
for this province. One can guess that it’s possible that will happen. We may 
require more uranium. We won’t have to pursue a purchase under terrible 
panic, with awful deadlines, worrying about not being able to meet production 
schedules in the mid 1980s, worrying about what happens if we miss. What 
happens 1f we can’t purchase Denison, if they just won't sell it? What do we have 
then? Nothing? So we are left with a more solid base with which we can 
pursue, from our perspective, a very real alternative. I think it’s an alternative 
that we see as real and maybe if the Committee does it can make its views 
known. The Committee may see it as real, and Ontario Hydro certainly doesn’t 
exclude acquisition a possibility. So that’s where we come down on this 
purchase possibility. 


The final thing we want to look at, and we will try to go a little quicker, 
is the domestic protection question. This is the final area where we have 
heard—-well we may get some help for the public because we will ensure that 
it recelves appropriate benefits from its resource. That is a good sentence; 
everybody likes it; how can you possibly not agree with that. And the way 
we are going to do it is through some sort of domestic user pricing system, 
and we are going to get the federal government to change their guidelines, 
they are going to help us out. 


Mr. Haggerty: They are what? He wants to have it down on paper. 


Mr. Schwartz: The things we are going to be doing in the section generally 
is, we are going to look at what we consider the weaknesses in the current 
guideline system. We are going to talk about the actions and the inactions 
of the Government of Canada. We are going to talk about what, from our 
perspective is the impact of approving the contracts on this possible solution. 


The first thing I think we want to look at is the current protection that 
is offered to the public in the province by this system. We are in a curious 
position in Ontario, and I think we have all alluded to that and it is true. 
We are the country’s largest user of uranium at this moment. We are also 
the province with the largest known reserves in Canada. And that seems to 
be a sort of a convenient and important relationship. But we really do have 
absolutely no control of our uranium resources. And you are sick and tired 
of hearing about section 17—and I won’t remind you, but it is there. We 
don't have control and that is the reality. For all the complaining we just 
don’t have it. 


fis. 


There is also absolutely not the slightest sign whatsoever that the Govern- 
ment of Canada is willing to give up any of the jurisdiction it has in this area. 
As you know, there is a revision to the Act which if anything appears to be 
taking a little more power for the federal government, although one could 
argue about that, but it certainly isn’t giving any away. When Dr. Runnals 
was here I asked him, “‘Is the federal government in any way open to allowing 
some control to rest with the provincial government over its own uranium or 
its own energy production’’. And I would like to quote Dr. Runnalls’ answer, 
because I think it is kind of important. First he is a humble civil servant. 
“I, of course, cannot speak for the government. I can speak personally. 
I think the question you have asked, of course, is one which has exercised the 
minds of ministers at the mines and ministers’ meetings year by year. My 
impression of the results of these discussions is that the answer to your 
question would be no”. 


I think it was Bob Nixon who said: “That is not surprising. Once 
government gets its hands on jurisdiction of something it is not easy for it 
to give up’. It is just not something that it does. I think the reality that 
we have here is although we are the largest user and we have the largest 
known resource base, we just do not have control, and there is very little 
likelihood that we are going to get any. I would say the likelihood is zero. 


That means we have to rely on the federal government. I think I am 
just going quickly to go over what those guidelines are. 


The guidelines essentially require each company to maintain a domestic 
uranium allocation of some sort. How do they get to that total? Sufficient 
uranium must be reserved to enable each domestic nuclear reactor operating or 
planned for operation ten years into the future, to run for 30 years at an average 
annual capacity factor of 80 per cent. That is the calculation they use. 


Just as an example, as of January 1, 1977, it was forecast that reactors 
totalling something over 16 gigawatts would be operating in 1987. They then 
calculate the number of tons of U,O, that those reactors will require for their 
30-year lifetime. That is how they get to this domestic allocation number. 
The guidelines also require that the domestic utilities maintain a contracted 
15-year forward supply for their operating and committed reactors. That’s the 
other side of it. 


I should also point out that the government of Canada will only approve 
export contracts for 10 years. I noticed somebody say, “Gee, if uranium is so 
important, why do people not buy it for longer terms from Canada’? It’s 
because they will only get it for 10 years with conditional approval, subject 
to partial recall for a further five years. Now, we know that there’s this 
domestic allocation and we know that it’s calculated according to this number 
that I just gave you. The responsibility for that allocation, for the domestic 
allocation, is divided among all the companies that are marketing uranium in 
proportion to their individual share of Canada’s total uranium resources. 
That’s a fairly simple concept, I think. 


Now the estimate of resources is made annually by the federal government. 
They decide what we’ve got. Originally when they were doing that, resources 
mineable up to twice the world market price were estimated. That’s what 
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they included. But I think probably as a result of the rapid escalation in 
prices for uranium, they now use a 1.5 times bench mark to measure it 
against. Asa result of that kind of a calculation, just because of the particular 
figures as to what we forecast is around, et cetera, the mining industry is asked to 
retain, this year, a little over 21 per cent of its reserves for supplying Canadian 
users. That’s the way it works. 


Of our known reserves, there is a certain percentage every year which is 
already committed for export. It just is. I think the number is something 
over 20 per cent at this moment in Canada. There’s still the remainder— 
whatever that is—that is available for export or for what we want. 


What does all this do? As Jim told you, it is possible under this system 
for Denison to sell all of the uranium that they are going to sell to Ontario 
Hydro for export and still say, ‘‘We meet our own domestic allocation. It’s 
in the ground and it’s sitting there’. I covered this question about how they're 
protected. It’s theoretically up to twice the world price, but in practice it’s 
1.5 really and that comes out to $60 per pound. It is possible under this 
allocation system that we have, because the government sees Canada as a whole 
and not each provice as a separate entity, that all the uranium in Ontario can 
be sold away if the producers have uranium in other provinces and we're 
left with buying it from the other provinces, maybe through Saskatchewan, 
which is the other province that has got a bit of it and through their royalty 
scheme. We'll back and talk about the royalty scheme in a minute. The 
other thing about it is, under their policy, the way they can protect us at the 
end—they do have a great protection—they will interrupt previously committed 
contracts, previously approved long-term relationships with our trading part- 
ners. They will do it. All export contracts are subject to annual approval 
under the Export and Import Permits Act, and exports in any year will not be 
approved if there is inadequate domestic production. On the other hand, 
let me tell you that that is a very serious thing. I don’t have any doubt the 
government of Canada will do it if they have to, but nobody wants to be 
put into that position. There are many good public policy reasons why you 
would not want to have to tell the Japanese, the Spanish or anyone else 
on earth that you have trading relationships with, “Well, we've got to cut 
off this year because we didn’t take care of ourselves properly’. 


On the other hand, let me tell you that when somebody enters into a 
contract in Canada, when a foreign buyer buys uranium in Canada, they are 
told as part of the agreement that these are subject to review every year and 
it is possible you will be cut off if we need it. I can’t imagine anybody believes 
that it'll really happen, but they are told that it is possible. 


Myr. Kerno: Al, in your interpretation of this policy, the protection in 
the ground really has no relationship at all to any contracts, does it? 


Mr. Schwariz: No. 
Mr. Kerrno: Not at all. 


Mr. Schwartz: I’m going to talk in a minute about that and how it relates 
to production price. I know that’s different. 
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From our perspective, neither government here can be _ particularly 
proud of how it’s handling this aspect of the problem. Both governments 
recognize the need for protection and both have a different view of how it 
should be done. I think we should look at what each government has done. 
First, I would like to look at the first two facts we have under the government 
of Canada. They issued guidelines that offered the least problems to producers, 
it is not a very difficult thing for the producers to meet, on the hope there 
will be some cooperation and we'll all be able to work it out because we're 
all friends in the end, and also with recognition that, as Jim said, the guidelines 
are there but I think the government of Canada influences these negotiations 
in a way which isn’t spelled out in the guidelines. 


Everybody is looking over their shoulder and they know that you can’t 
really sell it all and leave Ontario Hydro with nothing. It just is not con- 
celvable that it could happen. The guidelines themselves have several stated 
objectives. The first is to ensure long-term domestic supply for our reactors. 
We know that. That’s what they say it’s for. It’s to allow sufficient uranium 
production capacity to be built to help us out. It’s to contribute, from the 
federal government’s point of view, to what they consider an orderly world 
uranium development. It’s to increase the economic return to Canada from 
the exports we get and through the processing that we manage to do in 
Canada to help our balance of payments, it does at that. And also you get 
from the guidelines, and we don’t have to get involved with that, but they 
also deal, of course, with an attempt to prevent the proliferation of nuclear 
weapons, but let’s just leave that. Now, an integral part of this program is to 
ensure domestic supply. I mean why else would we have it? In the view 
of the government of Canada, the exporting of uranium will attract new and 
necessary venture capital to sustain the exploration necessary to meet future 
needs. That is their position. They are saying we don't, for a variety of 
reasons we in Canada, don’t have all the capital necessary to do all the explora- 
tion necessary to find all the uranium necessary. Because of that we are 
anxious for foreign investors to invest money in exploration activities in 
Canada. It’s good for the country, for whatever reasons they think it’s good 
for the country. 


If you take that view, and I think it is fair to say the government of 
Canada does, it is also equally important to ensure that they are going to 
export some. Nobody’s going to come in here and spend their money looking 
for the uranium if they know they can’t get some of the uranium out that 
they found. Just in that regard, I don’t want to really get into it, but you— 
I won’t bother reading the letter, but there is a letter of July 18, 1975, that 
is written to Doug Gordon, the president of Hydro, from Mr. McNab in Ottawa. 
He just makes it very, very clear that that’s what the government of Canada 
is thinking about, and I think it is worth your while to look at that letter. 


The second thing is (you haven’t missed a thing, Bob) the second thing 
is that the government of Canada has admitted to inadequacies in the domestic 
supply—that should be “‘protection’’, there is a typo, we just can’t get away 
without one. They just admitted there are some problems, and | think Vince 
brought some of them out very well, and I would like to try to bring them 
out in one spot. First of all we have a reserve allocation rather than having 
a reserve allocation and reserve production method of ensuring supply. 
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It is allocation because a production allocation to be fair to producers 
in the view of the federal government, would require the mines to have a 
longer lifetime than the reserve period over which the protection period applies. 
And this is generally not the case. As a result we are told that the federal 
government has found it impossible to dream up a production allocation 
formula. They may be right, but I can tell you that it’s not very convincing. 
It’s just not very convincing; and I think it is incumbent upon us to press as 
much as we can that a production allocation formula be pushed in to the reserve 
allocation formula that we now have. It’s just not a convincing argument. 
It may be that when we go to discuss it with them, they may just absolutely 
dazzle us with the facts but so far we’re not dazzled; we’re just not. 


The second thing that you might notice about the terrific protection we 
have in Canada is that these two contracts signed by Ontario Hydro represents 
9000 short tons more than the entire domestic reserve allocation set aside 
in the year 1976. I think this alone has to force a serious rethinking of the 
guideline. What impact does that have on Hydro Quebec, or on N.B. Power? 
There’s something lacking in the guidelines. 


The other thing is that I’m not entirely convinced—if we look at the 
guidelines and we’ve talked about them—that the current guidelines are really 
going to be sufficient in every way 10 years from now. I think the federal 
government recognizes that and says: “‘Yes, we are wrestling with the 
problem’”’. I don’t know what that means. But they're wrestling. 


Just think of this example. The way we are set up today, if a producer 
five years from the end of the economic life of his uranium mine comes up and 
says: “I have a domestic allocation, it’s all in the ground there. I’m now 
five years from the end of the useful life of my mine, I’ve offered it for sale to 
all the buyers, the potential buyers in Canada and nobody wants it”. That's 
a possible situation. In the year that happens, nobody is in a position where 
they have to contract for uranium. The producer can then apply to the 
Atomic Energy Control Board and say: “I’ve asked, and nobody wants it. 
Can I sell off my domestic allocation, please’? The way the rules now stand, 
the Atomic Energy Control Board can very well approve for export what 
was until that day a protected quantity under our domestic allocation system. 
There is something very wrong with that; so that there are just a series of 
serious problems with how this whole system has been set up by the government 
of Canada. I think that in between all the other pages, you could find that 
Dr. Runnalls recognized that in those areas there are serious problems, 
problems that I think we, as a province, have to bring to the attention of 
the government of Canada and where we should be fighting for change. 


The third thing about the actions of the government of Canada is that 
they have repeatedly said that they see no need for protecting the domestic 
users on price. I don’t want to get into this because it’s getting late; ad 
nauseum we can talk about it. But just going back way into 1974, going 
through Exhibit 35, looking at the letter of the Hon. Alastair Gillespie in, 
I guess, November, and looking at the last document, I think Exhibit 59 that 
we tabled today, it has been the clear and consistent policy of the government 
of Canada that they will not provide a two-price system. They just won’t 
do it. We may not like it but that’s what they told us and I think we may not 
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think that the provincial government went after them hard enough, but the 
reality is that’s what they told us consistently for years, including two or 
three days ago in the document which we tabled this morning. 


I don’t think that it is really fair for me to suggest that that policy 
is inconsistent with any of the other energy strategies being adopted by the 
government of Canada. As Dr. Runnalls told us when he was before us, 
from the government’s point of view there are good public policy reasons, 
strong public policy reasons for selling the uranium at world price and for 
not initiating the two-price system. 

That’s what we’ve got from the government of Canada. On the one 
hand, a reserve system that has the kind of problems—three very specific 
problems that we’ve pointed out to you and—on the other hand, on the price 
side, essentially a statement to look out for yourself folks because we're not 
helping you. 


As citizens of Ontario, I think that’s kind of hard to swallow. It may 
be, of course, that the government of Canada can make their argument that 
it’s for the good of the rest of the country and they just don’t worry about 
us and that’s fine; but it is hard to swallow when you're sitting in Ontario and 
turning on the lights. 


What about the government of Ontario itself? They have carried on this 
letter exchange for several years with the Government of Canada. On top of 
that they have had some meetings where they have made their views clear, 
I guess. On top of that Ontario Hydro has said on occasion, “‘We would like 
some protection’. 


I don’t think Jim and I can pretend that we are experts in the best way 
governments handle these kind of problems. But it is abundantly clear that 
lying back reading the newspapers everyday, I didn’t have a great sense that 
the Government of Ontario was beating down the doors of the Government of 
Canada asking for something special on this uranium thing. 


On the other hand, as the Premier stated this morning—I guess to be 
fair to them—it has been the consistent view of the Government of Ontario 
over the past few years that two-priced energy is appropriate. I don’t know 
where you draw the line between that. I just leave that for you. But when 
we say this, it comes to our second point. Should you really be tying the sort 
of two-tiered system for uranium to the two-tiered system for other energy 
sources when you know that argument hasn’t gone anywhere for years and 
is unlikely to go anywhere for the next ten years? Should you be doing that? 
That really is the question you have to be asking yourselves. 


In our view, possibly the strongest argument somebody could come up 
with for saying ‘““‘Do not approve these contracts, they are not in the public 
interest’’, is that non-approval will apply more pressure to the federal govern- 
ment to change its policies; for a couple of reasons. 


First: approval of the contracts may be seen by the federal government 
to be our approval of their terms. Why should we change our policy? You 
guys just signed the contract—you must be happy. 
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Secondly: the quantities involved take this pressure off the producers 
in getting their export permits. 


Third: a unanimous rejection of the contracts by all parties in the com- 
mittee, and endorsed in the Legislature, may be—and I emphasize may be— 
a powerful force for the Government of Canada to reckon with. 


We are going to come stampeding forward, led by Bob Nixon; I know it. 


I must say the Government of Canada may still not intervene. That 
is a real possibility. We may scare them and we may go running up to their 
front door in Ottawa and yell and scream. But there is absolutely nothing 
that we have seen that indicates there is the slightest possibility that the 
Government of Canada will change its view. We are just not convinced 
that there is a real chance that they are going to do it; and I guess the topping 
on the cake was that lovely letter from the Hon. Alastair Gillespie that was 
tabled this morning. 


First of all, it would be a pretty funny sort of case to argue that there was 
failure of negotiation; because when the federal government talked about 
failure of negotiation they were talking about it in terms of the producer and 
the buyer—Ontario Hydro. I think it is clear that Ontario Hydro and the 
suppliers have reached an agreement. 


Two ministers of energy in this province have approved it and said; ‘‘We 
think it is a pretty good deal’’. 


The other points are—when we talked to the federal government about 
this, when Dr. Runnalls was here—in all the contacts you’ve had throughout 
with the federal government, all the documents you look at in Exhibit 35, 
there isn’t the slightest indication that they are moving that way; and are we 
just really sort of throwing it to the wind by expecting that they will suddenly 
change? 


The final thing is that we do think it is consistent with their approach 
to energy generally, and they will and can make arguments about how it 
really is for the best interests of Canada—and we in Ontario are not Canada, 
we are just one part of this country. But even if the federal government 
intervenes—and I was kind of surprised to see this in Mr. Gillespie’s letter 
this morning—first of all, the pricing terms may be no better at all. Finally, 
we get them to intervene and institute a two-price system; why on earth 
would we assume that if they did that—and I think getting to that step Is 
very difficult, but if we got there—why would we assume that the pricing 
system would be better. And Gillespie in his letter just came out and said it, 
“Even if we did it, don’t bet that it will be better’’. 


Mr. Nixon: Maybe he’s not worried about losing all the seats in Ontario. 
Mr. Schwartz: Maybe he’s not. I don’t know. 


Mr. Samis: He may not have a job six months from now. 
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Mr. Schwartz: Now the federal government senior adviser on uranium, 
Dr. Runnalls has come here and he has told us that in his view these contracts 
are terrific ones. They also know that there are lots of consultants in this 
area who have come and said they think that these are good contracts. It’s 
just in our view not very likely that all of this is going to happen while we 
can talk about it. 


Finally you know it’s just an absolute abdication at this point to the 
federal government. ‘‘We can’t handle it, folks, so you do it’. We won't 
count on the bargaining abilities and persuasive abilities of Ontario Hydro 
and perhaps of the government of Ontario; we’ll instead rely on a two-price 
system by the federal government which may be worse than what we can do 
under our own bargaining. We will take away the one thing we've got left: 
the ability to get out and do what I guess Hydro did, which is to do some 
tough bargaining. We'll just remove it, because we now have arbitrarily got 
a two-price system which may force us to buy it at higher price. 


Ms. Gigantes: How would we be surrendering our control? 


Mr. Schwartz: Well, because you see right now there is no two-price 
system. There is no stated price for which we must buy uranium in Canada. 
There is no domestic price for it. Because of that we are able to go out and 
bargain. We struck a bargain. Now I’m using “bargain” in the broad sense 
of the word. We have arrived at a price through negotiation. If the federal 
government applies a two-tier price system, we've lost that ability. 


Ms. Gigantes: What you're suggesting is that if we say we're not going 
to do anything, we’re waiting for the federal government to institute a two- 
price. 


Mr. Schwartz: And they do. 


Ms. Gigantes: Surely we’re not going to say that. That’s a straw man, 
isn’t it? 


Mr. Schwartz: That’s something, I guess, the committee will talk about 
tomorrow. I don’t know. I’m not guessing what’s a straw man for everybody 
in the room. I think what we’re trying to do is to deal with all the issues that 
were raised during the hearing, and that’s an issue that was raised: Let’s do 
that; let’s wait for the federal government. 


Ms. Gigantes: To do that as one thing. 


Mr. Schwartz: Yes, that’s right. Now to us, the risk of applying this 
added pressure of not signing the contracts because of the federal government 
just doesn’t seem worth it and, I must tell you, to us it is just downright silly. 


First of all, the federal government might simply not respond and in fact 
the overwhelming evidence before us is that it will not respond. Even if they 
do respond, the pricing may not be any better; it may be worse and then 
we're stuck with it. If the pricing is better, we may get into the situation of 
whether the producers are willing to sell us that much. Are they going to 
sell us a smaller quantity while waiting for another change from another 
government ? 


80 


Ms. Gigantes: You're assuming that we’ll do nothing but wait for the feds 
to do something. 


My. Schwartz: Well, we’re talking about just doing that, that’s right, and 
not signing the contract or pursuing any other viable alternative. 


Ms. Gigantes: Where is this risk? What time period do you consider 
the risk apply over? 


Mr. Schwertz: Well, we’re going to talk about that at the end. I don't 
want to jump ahead. But in essence what we are going to be saying in a few 
minutes is that after February 28 you start losing those options. That’s the 
time period. We'll try to explain why that happens when we get there. 


Mr. Fisher: All we’re saying in that third point really is that if you decided 
not to approve the contracts and go ahead and put pressure on the federal 
government . 


Ms. Gigantes: That’s all you do? 
Mr. Fisher: Well, I'm saying just taking that approach. 


Ms. Gigantes: Come on. 


Mr. Schwartz: We're giving each one separately. Don’t forget we are 
going through several alternatives; we’re giving each one separately. You may 
end up with a wonderful combination of all of them, but we don’t want to 
prejudge any of that and we're trying to deal with them one by one. 


Ms. Gigantes: I don’t think you can. That’s the point I make. 


Mr. Schwartz: Okay that’s good. I think that is what we'll be talking 
about tomorrow. 


Mr. Fisher: Just let me finish the point. The point is that you still have 
to do a contract in the end, even if you were successful in having the federal 
government change its policy and give you price protection. 


Ms. Gigantes: We would still have to do a contract even with these 
contracts because we’re still short of uranium by 1990. 


Mr. Fisher: That’s right. But you would have to do it with these pro- 
ducers. You'd have to negotiate again, and there are a lot of terms other 
than price that would still be open, like quantity, delivery, and flexibility. 


Ms. Gigantes: There are two terms that you're talking about, two time 
terms. 


Mr. Schwartz: In our view, the best approach is to approve the contracts. 
First of all, it gives the province de facto control over all of this uranium 
immediately. It leaves the province open, at that time presumably with the 
full support of the Legislature, to go after the government of Canada and do 
what it can and put economic control of Ontario uranium in the hands of 
Ontario. We can do that. 
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Mr. Haggerty: How can you do that? 


Mr. Schwartz: To answer your question, it really—if you look back at 
the other things we’ve said, we can just add to this and say—and we're going 
to deal with that—signing the contracts leaves us open, in our view, to put 
in an excess tax. It doesn’t stop us. It leaves us open to follow the acquisition 
route. It doesn’t stop us. It leaves us open to follow this route of going 
after the guidelines and changing them. All of those things are not foreclosed 
by any means, and any combination is still available to you. From our 
perspective—I don’t want to jump ahead, but I just believe in it. 


The other thing that I think is important, that we all recognize is that 
if we do achieve price protection, sometime out in the future—the federal 
government changes its mind—, several things are possible. First of all it 
may not help because the price may be higher than the price under these 
contracts and then we’ll look awfully silly. There’ll be a two-price system but 
we'll be under it. If—if—there is a two-price system instituted by the Govern- 
ment of Canada, and the domestic price is less than the price under these 
contracts, you have lost nothing because the legislation of the federal 
government would override the price in the contract and would become the 
price. It would be the price at which deliveries would have to be made. You 
could not sell it in Canada for more. So by signing the contracts, you've lost 
absolutely nothing. 


Mr. Nixon: Except the leverage on the federal government to do some- 
thing about it, which you’ve already dealt with. 


Mr. Schwartz: Yes, that’s right. I think then, I’ll just let Jim make a 
few comments about February 28 and really what is awaiting us. 


Mr. Fisher: Given that it is 12 minutes to 6:00, I’ll make even fewer 
comments than I might have about the deadline, February 28, and our view 
that there would be risks in not approving the contracts by February 28. 


The first thing is—and we’ll talk about these—is that in our view, if the 
contracts are not approved by the government of Ontario, Denison will with- 
draw its offer. The second thing is that in our view, Hydro will have a great 
deal of trouble renegotiating as favourable a contract with Denison or anyone 
else if you don’t change the leverage position. It’s very unlikely that you'll 
get as good a contract, whatever you think of this contract. The third is, 
we don’t know where you would go to get as significant amount of uranium 
at a discount from world price. Your options are limited. 


As we said, it’s our opinion that Denison will withdraw its offer on February 
28. First, it has almost put itself in a position where it would be so embarrassing 
for it not to that it would have to. The president made an unequivocal state- 
ment to the committee that on February 28 it’s over. The chairman of 
Denison made an unequivocal statement to his shareholders that after 
February 28 the offer is over. It’s hard to conceive how they would not go 
ahead and withdraw on February 28 after those two statements. 


Do you want to do this—the legal stuff, that they do have the right to 
do it? 
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Mr. Schwartz: Yes. It’s not quite worded right in our slide, but there 
is a clause in the agreement which dictates essentially that if the order-in-council 
is not made on or before the 28th day of February the agreement is void and 
of no further legal effect. It’s there. Somebody raised—so they’ve got the 
right to do it, it’s the legal right, and one could even argue that they had the 
moral right, because it was open for all this time, but I think that’s an 
irrelevant issue. They’ve just got the right to do it. 


An issue was raised for us that provincial governments in Canada have 
power to intervene in contracts, and I just thought it would be important 
for us to say something about that. It is clear that in Canada the Legislature 
has power to intervene with vested rights so far as property is concerned. 
It usually shocks people to learn how unfettered the power of the Legislature is. 
They can get in and tear up contracts. 


Mr. Nixon: It’s awesome. 


Mr. Schwartz: It really is. And when somebody comes from a country 
where they have a written constitution, for example, and you explain that, 
they are quite stunned by it. But while I say that, and the question was 
raised on this issue of whether we can change the contract around and extend 
the date. Can we extend the February 28 date? It is equally clear that this 
Legislature has absolutely no power to extend this February 28 deadline 
unilaterally, however, it’s worded. 


Mr. Nixon: Simply because it’s a contract dealing with uranium ? 


Mr. Schwartz: Yes, I’m going to get to it. However, it’s worded, really 
what we would be doing, what the Legislature would be doing by extending 
the date, it would unilaterally be controlling a significant portion of the 
production and sale capabilities of Denison from its Elliot Lake mines. The 
enactment of the law in imposing such a control, even if one forgets the 
morality of all that, is clearly ultra vires of the jurisdiction of this province. 
I just have absolutely no doubt in my mind that because of all the other 
discussions that we’ve had, they couldn’t do it. 


Ms. Gigantes: May I ask you now in this context to comment on page 6 
of Mr. Donegan’s latest review of the province’s property rights in the desig- 
nated areas of the Denison contract. In point five, section B, he said—he’s 
obviously left his mind open, on review—‘‘However, on the assumption that 
the province can terminate the licences of occupation, approximately 44 per 
cent of the total area of the designated area would revert to the province if 
the province refuses to renew life leases and if the province terminated the 
licences of occupation”’. 


Mr. Schwartz: Now what is your question ? 
Ms. Gigantes: How do you relate that to what you’re saying? 


Mr. Schwartz: I don’t, because I’d have to read that and read the letter 
and then tell you. I don’t really know. Taking it out of context I could not 
give you a very helpful answer. But what I will do with it is look at it after 
this is over and I’ll answer you tomorrow morning. 
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Ms. Gigantes: I consider it pretty important. He’s done a review for us 
based on questions here in committee. 


Mr. Schwartz: Yes, I understand that. I don’t know how it relates to 
what I’m saying but I will tell you that it will not derogate from what I’m 
saying because I’m quite clear on what my view of the law is in this area. 
I'll have to just get to that and I’ll try and answer it for you. 


Mr. Fisher: I think that the third thing that leads us to say that Denison 
would withdraw is that Denison does have an obligation to its shareholders. 
At this particular time in the world when utilities are trying to close uranium 
deals, it’s the time to sell if you’ve got anything to sell. We know that the 
Elliot Lake reserves are known. They’re known around the world for what 
they are. They’re one of the largest delineated bodies. It’s an attractive ore 
body for a utility to get a piece of and they would be remiss in their obligations 
if they didn’t ty to close some of those contracts that are around. 


Finally, although it’s not on here, isn’t it clear that the best negotiating 
posture for Denison in any subsequent dealings with governments of any kind 
would be to withdraw its obligations on March 1. If that’s the case, it seems 
to us that if we put Hydro in the position of having to go back after February 28 
to Denison to renegotiate, and we haven’t been able to get any of our additional 
leverage, it’s going to be very tough to do a deal—very, very tough. 


Ms. Gigantes: Without renewing licences of occupations ? 
Mr. Schwartz: You're referring back to the letter? 


Ms. Gigantes: Yes. 


Mr. Schwartz: I'm going to have to look at that. I don’t know what 
context this letter, or that piece of the letter, is. I don’t remember. We'll 
deal with that tomorrow morning. 


Mr. Fisher: 1 don’t think it’s necessary to go into this. We’ve gone into 
it in enough detail. The mind-set that we assume the major shareholders of 
Denison must have, or the management of Denison must have, about the 
problems of negotiating with Ontario Hydro and what they’ve done and what 
the government’s done to them, and the whole thing here, I think would be a 
very tough negotiation unless we can find some additional leverage points. 
Again it’s the question that any delay is going to be a problem in terms of 
getting the capital construction under way and getting the benefit of it when 
it comes; and you also have to say it’s a problem of when you are going to 
get those jobs in Elliot Lake. They start in earnest when you sign the contracts 
and get things under way. Do you want to talk about the cost problem? 


Mr. Schwartz: If Denison remains an unwilling seller, it’s after February 
28 and we have no contract at this point, we either have to go back to Denison, 
and certainly not be in as strong a position; if they don’t want to sell or we 
can’t get it, where are we going to go. I mean | think that that is the final 
question that we have to come to grips with. What are we going to do? 
Now we have been told we can go to Saskatchewan and buy some uranium 
from Saskatchewan. I think there are two things we have to say about that. 
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Last year the government of Saskatchewan, as you probably all know, put a 
moratorium on all mine development permits, new ones, while it held a public 
inquiry into further development. 


They are still awaiting the report of the inquiry Chairman, Mr. Justice 
Bayda, who was asked to report by November 1977 and as far as I know he 
shows no sign of releasing his report quite yet. So we don't know, really, 
what the future holds in a general sense out there; let alone even if he approves 
it and everbody gets into the act, how quickly it will take us to get production 
facilities up to snuff. 


The other thing that we should know, though, is that there is a royalty 
scheme that in our view clearly contemplates that all sales of Saskatchewan 
uranium will be at world price. I don’t want to get into a whole thing, but they 
have got a little document which is in essence the province of Saskatchewan 
regulation which controls this matter, and in section 99, and section 99 (g) (4) 
in particular, the royalty payer, the producer, if he and the minister can't 
agree on a fair price for the uranium he has sold, regardless of the price he’s 
actually sold it at, the minister shall notify the royalty payer in writing of 
the price the minister considers to be fair value of the uranium and such price 
that the minister determined is fair value shall be deemed to be the sale price 
for the purpose of determining the gross sales of the royalty payer. 


I think it is fairly clear that the Government of Saskatchewan at this 
point, for its own reasons, and those reasons, we don’t like it here in Ontario, 
but they may be perfectly valid for the Government of Saskatchewan considers 
that uranium taken out of the ground in Saskatchewan and sold by producers 
in Saskatchewan will be sold at the world price. In fact, they don’t say to you 
sell it at the world price. If you walked in and said are you forcing supplier 
to sell at world price, the answer is no you can sell it at whatever price he’d 
like, but he is going to pay taxes as though it was on world price. 


Ms. Gigantes: Why is it so attractive to Amok? 


Mr. Schwartz: It’s attractive to them because they don’t mind paying— 
that’s the issue in fact. Nobody at this point is too concerned about paying 
world price. They just want the supply. 


Ms. Gigantes: They will make profit on it too. 
Mr. Schwartz: Yes; oh sure. 


Mr. Fisher: There’s a thing about Amok though that you have to bear 
in mind. One is that Amok got into the exploration before all this royalty 
business and the inquiry started, so who knows what they might have done 
if they started over again. The second point about Amok is, it is my under- 
standing that Amok is a consortia and in the consortia are utilities, the French 
nuclear utilities. Whatever the profit level, what they are doing and what’s 
happening in utilities all over the place, Uinerz is the same way, they are 
trying to assure supply and price isn’t really the issue, it’s assurance of supply. 
So they have reasons why they would, even knowing, that you would carry 
on and go where you can go to get it. And you end up paying the world price and 
if you get a return on your exploration investment so much the better. 
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Mr. Schwartz: Well, you will all breathe a huge sigh of relief, the few 
of you who are left, we are on our last page. 


My. Chairman: Alan, I have breathed a sigh of relief, the gavel is in the 
hands of Mr. Nixon. 


Mr. Fisher: The last page, as the Chairman wends his way out of the 
room, just says, ““‘Why would the committee want to go beyond February 28. 
Whether you think the contract should be approved or not, does the committee 
want to carry its deliberations on after February 28 ?”’ 


In our view, the committee was asked to confirm that entering into the 
above agreements is in the public interest of Ontario. That is what you are 
asked to do. It is our view that the Committee has heard enough information, 
that you would know by now whether you do want to do that or you don’t 
want to do that. 


First, I think, all the details of the contracts have been pulled and torn 
apart by lots of different people. On the alternatives there are certainly lots 
to go—there are lots of things you could do on the alternatives. But in our 
view, there is enough information on the alternatives to decide if any of them 
are preferable or practical. I think there is also enough information for you 
to make up your mind whether anything is changed by approving or not 
approving the contracts. 


In our view, the only thing you could really go into which might add to 
something would be further investigations about all the various contacts and 
pressures that brought the parties to an agreement. And I think that would 
be kind of interesting to do; it would be fascinating. In our view, it doesn’t 
change the contract conditions or the alternatives. It is just interesting. 


So what we come down to in the end is to say; “It is time to make up your 
mind’. There has been a lot of information put on the table and a decision is 
possible at this time. 


Mr. Schwartz: I guess we will talk about this tomorrow at the end of our 
deliberations. But I think, given this public responsibility that has been 
thrust upon us, one way or another; and given the question:—‘‘Is it in the 
public interest’’? from our perspective, as your staff, and from my perspec- 
tive as your counsel, I think it is incumbent upon us to say: “‘Yes it is in the 
public interest, or no it isn’t in the public interest for the following reasons”. 
But I think if we are to ensure protection of the public interest—if that is 
what we are talking about—if we approve the contract—af the committee 
determine the contracts ought to be approved, I think it should say why, and 
why it is in the public interest, even though you may have a lot of problems 
with parts of it, or that we are in this bind. I think you have to bring all that 
out. It is the best we could do because we can’t do any better. If you don't 
think that Orders-in-Council approving it ought to be forthcoming, I think we 
also have an obligation, as a committee, to say; “‘It is not in the public interest 
to issue these Orders-in-Council, and here is what is specifically in the public 
interest, and what will protect the public in this province’. I think that is 
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something we will have to deal with, and that all of you will deal with tomorrow 
while Jim and I sit down and rest and watch you do it. 


So now it’s your turn. 
Mr. Acting Chairman Mr. Nixon: Eight o’clock in the morning. 


The committee adjourned at 5:58 p.m. 
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APPENDIX F 


MOTION AND SUPPORTING ARGUMENTS 
OF THE COMMITTEE MEMBERS REPRESENTING 
THE PROGRESSIVE CONSERVATIVE PARTY 


MOTION 


Mr. Williams (Oriole) moves that the Select Committee indicate that the 
proposed contracts are in the public interest of Ontario and that they be 
approved by the issuance of Orders-in-Council. 


SUPPORTING ARGUMENTS 


We believe that the Ontario Hydro contracts with Denison Mines Limited 
and Preston Mines Limited are in the public interest of Ontario, and that 
Orders-in-Council should be approved before February 28, 1978. 


Our conclusions are based on the overwhelming evidence put before this 
Select Committee by the Ministry of Energy and Ontario Hydro and their 
consultants, by the Committee’s own consultants, and supported by the 
Committee Staff’s findings, presented to us on February 20, 1978. 


Indeed, the Committee staff are to be commended for their excellent 
summary and analysis of the complex issues raised during the course of the 
hearings. In our view, the staff have reached a responsible conclusion, based 
on the facts, that it is in the overall best interest to proceed with these 
important contracts. 


They gave four reasons, with which we agree: 


1. It makes sense to tie up substantial quantities of Elliot Lake 
uranium for Ontario’s needs: 


2. The contracts themselves are a reasonable balance of interest 
between Ontario Hydro and the producers; 


3. Approving the contracts does not foreclose any further steps to 
ensure the Ontario public receives appropriate benefits from its 
uranlum resources; 


4. There are substantial and unnecessary risks to the Ontario public 
in not approving the contracts by February 28, 1978. 


We would like to make out own comments on each of these areas in 
support of our conclusions. 


1. Commitment of Elliot Lake Uranium 


Ontario Hydro’s fuel requirements for existing and committed nuclear 
reactors have been shown to be at least 156 million pounds, and its contractual 
obligation under the Federal Government’s policy guidelines was estimated at 
76 million pounds. These figures were confirmed by Ontario Hydro staff and 
independent consultants. 
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In addition to these total volumes, it is important to look at the annual 
deliveries needed by Ontario Hydro. As members of the Committee are aware, 
production under these two contracts does not meet Hydro’s annual needs 
until 1994. 


Beyond that date, as the staff correctly point out, there are adequate and 
reasonable provisions in the contracts to allow Hydro flexibility in selling 
surplus amounts, curtailing deliveries or terminating the Preston contract. The 
cost of cancellation of Preston and curtailment of Denison to eliminate the 
current surplus beyond 1994 has been estimated to be $1.33 per pound, a very 
small insurance to pay for the rights to the additional volumes in the long 
term. 


It is also worth pointing out that the Federal guidelines require each new 
reactor to have a supply of fuel under contract for its initial 15 years of 
operation; i.e., up to the year 2002 for Darlington’s four reactors. In other 
words Ontario Hydro must contract for the next 24 years in order to comply 
with the Federal Government’s policy. 


We would like, also, to address some Committee members’ criticisms of 
the long-term nature of the contracts negotiated by Hydro. With very few 
exceptions, experts who appeared before us strongly endorsed long-term com- 
mitments. In the view of the consultants, these contracts would be the envy 
of most utilities elsewhere and one reason for this is the security of supply 
which they provide for Hydro over a long period of time; Dr. David S. 
Robertson, one of Canada’s foremost mining consultants, gave clear testimony 
that few ore bodies are available in North America to sustain such lengthy 
production commitments. 


Finally, we fully endorse the views of the staff on the substantial income, 
exployment, tax and security advantages to be derived from “‘buying in Ontario’. 
In particular, we agree that these contracts give the Government of Ontario 
“de facto”’ control of two of Ontario’s major uranium mines without, we would 
add, the risks and liabilities of ownership. 


2. Balance Between Interest of Ontario Hydro and Producers 


We are satisfied that the contracts negotiated by Ontario Hydro provide 
a fair and reasonable balance between the interest of Ontario Hydro and the 
respective producing companies. 


There can be no doubt, from the evidence given by independent con- 
sultants familiar with the experience of other utilities in securing uranium 
supplies, that these two contracts are considerably more favourable to Ontario 
Hydro than any other contracts, with other electrical utilities, known to the 
consultants. 


There was the evidence of Dr. Robertson, who gave very persuasive 
arguments in support of the contracts. His powerful and authoritative testimony 
was of considerable help to the Committee. 


The opinions of Dr. Robertson were further reinforced by the independent 
experts retained by the Ministry of Energy. 
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For example, the S. M. Stoller Corporation found both contracts to be 
“favourable to Hydro while also being equitable to the producers’. They also 
stated that these contracts provide Hydro with a secure supply of fuel, adequate 
flexibility to adjust to reasonably anticipated changes, expansion of requisite 
production capacity, and advantageous pricing terms. 


Deloitte, Haskins and Sells also viewed the contracts as “good business 
practice, and in the best interests of Hydro and the consumers’”’. In their 
opinion, “‘the contracts with Denison and Preston represent a reasonable 
approach to contracting for uranium suppliers on a long-term basis’’. 


We believe the Select Committee’s staff were justified in employing their 
own consultants whose evidence, on the whole, did not differ from that of the 
other experts. For example, Donovan, Hamester & Rattien, Inc. concluded 
that ‘‘all factors considered, we believe all concerned can conclude that Hydro 
has negotiated a good contract from the standpoint of assuring its supply of 
uranium; from the standpoint of complying with existing Federal guidelines; 
and from the standpoint of being able to assure electricity supply to its 
customers at the minimum price’. 


Another Committee consultant, Dr. Julian Steyn of International Energy 
Associates, presented his views on the overall uranium situation and commented 
that utilities in the United States and elsewhere would be “‘very interested in 
considering the contracts’. 


With respect to the contract terms themselves, we would like to comment 
on four aspects which have been raised during the Committee’s discussions. 


First, the advance payments to be made by Hydro for capital expansion 
purposes. The Staff have advised us that this practice is not unusual in the 
industry today, and we believe Hydro has been able to negotiate sound repay- 
ment and security provisions with the companies to protect their advances. 


Ontario Hydro stated that these advance payments also allowed them to 
obtain significant discounts from world prices and, at the same time, to impose 
stringent production obligations on the producers to support the financial 
securities given to Hydro in consideration of their advances. Also, it should 
be noted that Hydro’s cost of borrowing would be lower than that of the 
producers, and interest on any producers’ advances would have formed part 
of the Base Price. The net effect on Hydro’s customers, given the pricing 
terms of the contract, could be a saving compared to having the producers 
advance the necessary funds. 


Second, in the case of Denison, while a portion of their pre-1994 production 
from the expansion will be available to satisfy export commitments, all of the 
expanded facilities and virtually all of the existing facilities will be available to 
supply Ontario Hydro beyond 1994. According to the evidence given by the 
legal firm of McMillan Binch, this arrangement greatly benefits Hydro over 
the period of the contract. 


Third, we are satisfied from the evidence given that the Negotiated Price 
in the contracts is not an artificial price. The expert opinion presented to the 
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Committee was overwhelmingly that the so-called ‘‘cartel”’ that existed between 
1972 and 1975 did not have any significant effect on the recent increases in 
uranium prices. As well, the evidence shows that provisions in both contracts 
give Ontario Hydro adequate protection against any artificial influence on 
prices in the future. 


Finally, the contracts contain many forms of incentive to maintain efficient 
production and minimize construction and operating costs, such as: 


. Representation by Hydro on monitoring committees, 


. Delivery commitments in default of which the security provisions 
can be exercised by Hydro, 


. Auditing of all costs by Ontario Hydro staff, and 
. Incentive in the pricing terms for the producer to keep costs low. 


In summary, therefore, we consider the contracts to be fair and reasonable 
from the perspective of both Ontario Hydro and its two suppliers. 


3. Alternative Approaches to Securing Benefits for the Ontario Public 


The Committee staff have properly drawn attention to three alternative 
approaches to obtaining the required uranium fuel and their implications for 
the electricity consumer and public at large. However, we cannot accept all 
the arguments put forward by the staff based on our understanding of the 
testimony given to the Committee. 


We would like, therefore, to express our own views on the three approaches 
and the conclusions we have reached on each. 


3.1 Taxation of “Excessive Profits” 


We would dispute the statement made in the staff report (page 22) which 
argues that “The Government of Ontario’s case for a special excess profit tax 
was unconvincing’. In fact, the Government spokesmen did not put forward a 
case for a special tax but simply drew the Committee’s attention to the right 
of any Government to levy taxes. 


The Minister of Energy has clearly recommended the contracts for approval 
in the knowledge that the Government of the day would have the power to tax, 
if circumstances warranted such action. In so doing, he stated that he was 
not prepared to speculate on whether or not excess profits would accrue to 
the uranium producers at some future date, and whether or not changes would 
be needed in the current system of provincial taxation—both mining and income 
taxes. Inasmuch as Ontario Hydro does not begin to purchase uranium from 
Denison in any significant quantity until 1982 and from Preston until 1984, 
we think that is a reasonable position. 


The suggestion is also made in the staff report that there was an un- 
willingness to deal with the taxation issue by the Ministry of Energy, until 
pressed by Committee members. To the extent that the Minister stated he 
was unwilling to deal with nebulous and hypothetical situations, this is true. 


Fete 


It was, undoubtedly, the repeated allegations by Opposition members of 
the Committee, both within the Committee hearings and outside, that 
“bonanza” profits would accrue to the producers which forced the new 
Minister, the Hon. Reuben Baetz, to remind the Committee of the Govern- 
ment’s general taxing power. He also referred to the 1974 change in the 
Ontario mining tax, which demonstrated the kind of tax regime which the 
Government had introduced in response to the circumstances of the day. 


3.2 The Aquisition Alternative 


There is ample evidence on the record of this Committee's hearings that 
the alternative of acquiring ownership of an operating uranium company was 
considered in detail by Ontario Hydro and rejected by it on sound business 
grounds in favour of the contractual route. 


The responsibility for selecting the best approach to securing fuel supplies 
pertains, clearly, to the Ontario Hydro Board under The Power Corporation 
Act. Hydro’s Chairman, Mr. Robert Taylor, expressed this position in no 
uncertain terms during his appearance before the Committee. 


The Government provided advice and support to Ontario Hydro during 
its consideration of alternatives and cannot be criticized for taking a “casual 
approach” to the acquisition alternative. Certainly, the Minister of Energy, 
in 1974, expressed his preference for the contractual route, but clearly advised 
Ontario Hydro that it had the obligation to review other options. He further 
stated that he would take any recommendation to acquire a uranium mine to 
Cabinet for its consideration. No such recommendation was ever made by the 
Ontario Hydro Board. 


We believe that the Minister took the correct course of action, considering 
the recommendations of the Hydro Board on completion of negotiations with 
Denison Mines. The Minister noted that Hydro had thoroughly examined 
the acquisition of Denison, that the reasons given for rejecting the acquisition 
of Denison were sound (a view subsequently confirmed, at the Ministry's 
request, by its independent consultants), and that the proposed contractual 
route was consistent with broad Government policy. 


In those circumstances, we do not find it unreasonable for the Minister 
to concentrate his efforts on reviewing the adequacy of the proposed contract. 


We believe, also, that the realities of the situation, set out on page 28 
of the staff report, provide ample reasons to support the rejection of the 
acquisition route. 


Before concluding our remarks on the acquisition alternative, we must 
state that we are not prepared to accept at face value the “basic economics”, 
shown in the table on page 29 of the staff report. We are not convinced that 
acquiring a uranium producer would reduce the cost of uranium that Hydro 
needs. 


During the Committee’s examination of ‘Project Wellesley” and the Hydro 
witnesses, it became apparent that the discount rate used was critical, and 
that a much higher rate than the 10 to 12 per cent used in the table would be 
more appropriate. A rate of 15 per cent was suggested, and this would 
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obviously lower that value. Also, the cost of acquisition would be much 
higher than the high market value by at least 30 per cent and probably up to 
100 per cent. 


With those qualifications, the “economic benefits” of acquisition are more 
apparent than real—and acquisition would carry with it significant risks of 
ownership. 


3.3 Ontario and Federal Government Policy 


We recognize that Ontario Hydro was conducting its negotiations in a 
climate that gave it little, if any, bargaining power in relation to its prospective 
suppliers. As the Minister of Energy noted in his testimony, and Committee 
members generally agreed, the Federal Government’s uranium policy guide- 
lines imposed a stronger and more immediate obligation on Hydro to buy than 
on either Denison or Preston to sell. 


We cannot agree, however, that the criticism in the staff report that 
“neither Government can be very proud of its actions’ is justified. The Federal 
Government holds full jurisdictional responsibility for the uranium industry, 
and has acted in the past to provide some measure of protection for both the 
industry, and for Canadian users. It is also providing some stimulus to further 
exploration efforts within Canada. 


The evidence put before this Committee does show that the Government 
of Ontario made repeated efforts to influence the Federal Government to 
change the rules of the game, particularly with respect to a more favourable 
pricing policy, when Hydro’s negotiations were not going well. The fact that 
the Federal Government was intransigent should not reflect adversely on the 
Government of Ontario, nor detract from its persistent efforts to change the 
Federal Government’s energy pricing policy. 


We believe the Government of Ontario can be proud of its efforts to 
mobilize this Province and this Legislature against the Federal Government’s 
energy pricing policies over the past few years. The Government received no 
support from either Opposition party for a united front against Ottawa during 
this period when it was needed. It is all very well for the Opposition to be 
critical in retrospect. 


In our view, the staff has come to a realistic and reasonable conclusion 
that approval of the contracts is the best approach to obtain some measure 
of provincial control over the Elliot Lake resources, and that any subsequent 
change in the Federal Government’s pricing policies could be made to override 
the provisions of the contract. 


4. The February 28th Deadline 


We strongly endorse the view of the staff that “Ontario Hydro—and the 
Ontario public—would be put into an unnecessarily difficult and risky position, 
if the contract is not approved by February 28, 1978’’. It makes no sense to 
risk losing the contract with Denison which according to the experts who 
examined it in detail, is a favourable one for Ontario Hydro. 


The Committee was also advised that there is no other significant source 
of uranium that could be made available to Hydro in the time required and 
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on more favourable pricing and other terms. Certainly, there can be no doubt 
that reliance on the Federal Government to change its policies is not an 
alternative. As recently as February 16, 1978, the Federal Government con- 
firmed that it has no intention of changing its policies, and that it considers 
the contracts negotiated between Ontario Hydro and the producers to be an 
appropriate balance of interests. 


Since the Committee has heard overwhelming evidence on the desirability 
of entering into these contracts, the lack of any feasible alternative and the 
absence of any imminent change in the rules of the game, we strongly recommend 
that the Government approve the contracts before February 28, 1978. 


GEORGE ASHE, M.P.P. 

J. ALBERT BELANGER, M.P.P. 
TERRY JONES, M.P.P. 

Nick LELUK, M.P.P. 

Ron McNEIL, M.P.P. 

JOHN WILLIAMS, M.P.P. 
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APPENDIX G 


MOTION AND SUPPORTING ARGUMENTS 
OF THE COMMITTEE MEMBERS REPRESENTING 
DAE bE RAL FAR Y 


MOTION 


Mr. Reed (Halton-Burlington) moves that the Select Committee advise 
the Premier, in reply to his request of December 19, 1977, that the Committee 
regrets it cannot confirm that the contracts between Ontario Hydro and 
Denison Mines Limited, and between Hydro and Preston Mines Limited, are 
in the public interest of Ontario, for the following reasons: 


SUPPORTING ARGUMENTS 


1. The Committee members representing the Liberal Party do not agree 
with the Premier’s apparent assumption, as reflected in the first paragraph of 
his letter of December 19, 1977, that the contracts meet Hydro’s ‘‘Requirements 
and . . . obligations under Federal Government policy guidelines’. The 
Federal policy requires that Hydro have firm contracts for 15 year fuel 
supplies for each of its reactors now operating or committed 10 years into the 
future. Federal Government assessments received by the Committee indicate 
that for the Pickering, Bruce, Douglas Point and Darlington reactors, this 
requirement is approximately 74,000,000 pounds of uranium oxide. Hydro 
currently has 13,000,000 pounds under contract. The Denison and Preston 
contracts would deliver, by the end of 1992, only 37,700,000 pounds, leaving 
Hydro 23,300,000 pounds short of the Federal requirement. The Liberal 
members cannot agree that this situation is in the public interest of Ontario, 
nor can we understand why the Government and Hydro allowed it to develop. 


2. Over the longer-term, the contracts provide for deliveries of uranium 
which are greatly in excess of Hydro’s current long-range nuclear commitment. 
The Committee has been informed that the intention is to secure life-time 
supply (30 years at 80 per cent load factor) for each of the 21 reactors now 
operating or committed in the next 10 years. On this basis, Hydro will need 
153,300,000 pounds of uranium. These contracts, plus the 13,000,000 pounds 
already in hand, could result in an excess supply of 57,500,000 pounds and 
an extra expenditure of $1,500,000,000 in 1976 dollars. The Liberal Members 
are not impressed by the response that Hydro would have recourse to the 
curtailment provisions of the contracts in the event of over-supply. Rather 
it sees an intention to secure supply for reactors not yet committed or approved 
by public policy. The Liberal members do not deny that more reactors may 
be needed, but such a determination should await the views of the Porter 
Commission and of this Committee, which has been directed by the Legislature 
to report, inter alia, on Hydro’s nuclear role and requirements. In this connec- 
tion, the Liberal Members note Hydro’s announcement of a new long-range 
energy forecast which is significantly lower than previous forecasts and which 
could, for example, hold off the introduction of power from the Bruce ‘“B” 
and Darlington stations by some two years. The Liberal Members make no 
judgment at this time that such would be a desirable course; we simply state 
that under the circumstances, and having regard to the pricing terms of the 
contracts noted below, we are unable to confirm that the excessive supply 
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described above is in the public interest. Indeed, we are quite unable to 
understand the Premier’s apparent willingness to commit Hydro to such 
deliveries at such prices. 


3. The contracts contain pricing formulae in which so-called ‘‘world prices’’ 
and ‘“‘world market conditions’”’ for uranium will have a heavy influence on 
the actual price to be paid by Hydro. The Liberal members reject such 
concepts without qualification. The so-called world market for uranium is not a 
free market but rather the product of national policies, controlled prices and 
producer cartels. Applied to these contracts, such concepts would likely mean 
an increase in the price to Hydro, in today’s dollars of at least $7.50 a pound 
and an increase in profit to the producers of at least $1,485,000,000. The 
Liberal members note that if the ‘‘world price’ factor were removed from the 
pricing formulae, the profit to Denison would still be, in today’s dollars, 
$756,000,000 on sales of $3,780,000,000, and in the case of Preston, $432,000,000 
on sales of $2,436,000,000. 


It is intolerable that the electrical power consumers of Ontario should 
be subjected to considerations of “‘world”’ prices and profits on uranium mined 
in Ontario or, for that matter, in Canada. We have not yet reached the 
stage, surely, where we can say, What’s a Billion? The Liberal members 
assert there can be only one pricing principle for Ontario consumption of 
Ontario uranium, namely actual costs of production plus a fair and reasonable 
return on invested capital. We are not prepared to say, having regard to the 
value of the capital monies Hydro would have to advance interest-free under 
these contracts, that such a return is not exceeded even under the ‘‘Base 
Price’’ provisions of the contracts. Rather we express the hope and conviction 
that fair contracts could be devised on the principles here stated, with appro- 
priate incentives to ensure efficient production and appropriate safeguards 
against excessive profits. 


4. The Denison contract would require Hydro to advance the capital 
monies necessary to double Denison’s production capacity at Elliot Lake, but 
for some 15 years thereafter Hydro would not receive a pro rata share of 
Denison’s production. The bulk of the uranium produced during this period 
will be sold in Japan. Ironically, it is during this period that Hydro has the 
shortfall in supply noted above and will have to contract for short-term 
deliveries from other suppliers to keep its reactors going and to meet the 
requirements of Federal Government policy. Moreover, Denison’s ore grade 
will decline significantly during this period, with the result that the bulk of 
Denison’s deliveries to Hydro during the latter half of the contract will come 
from lower-grade, more expensive ore. The Liberal members regret that we 
cannot confirm that these features of the Denison contract are in the interests 
of the electrical power consumers of Ontario. 


5. Both contracts, and the Denison in particular, are the inevitable result 
of negotiations conducted within certain parameters of public policy laid down 
by the Government of Ontario and by the Federal Government. While the 
Committee, through no fault of its own, has had a regrettably short time to 
examine this aspect of the matter, we are satisfied it has learned enough to 
state with conviction that those policies, on both the Federal and Provincial 
level, have not served Ontario well. In particular, it is amply clear from the 
evidence received that the present Administration of Ontario failed, for what 
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can only be viewed as doctrinaire political reasons, to support Hydro in two 
major respects: 


— It emphatically discouraged, if it did not reject, Hydro’s laudable 
examination of the acquisition alternative, whereby Hydro or 
other Crown Agency could possibly have achieved ownership of 
Denison’s uranium assets through market purchase of the com- 
pany’s common shares, at a cost well below that to be incurred 
by the contract route; 


— It meekly and quietly protested, if it did not tacitly accept, the 
inadequacies of Federal policy concerning the production and 
pricing of Ontario uranium for Ontario use. 


The Liberal members therefore are of the opinion that we cannot endorse 
this record of maladministration or the uranium supply contracts which have 
been imposed upon Hydro as a result. To do so would be irresponsible and 
an abdication of the Committee’s parliamentary function. 


Noting the Premier’s request, in his letter of December 19, 1977, that 
the Committee return its opinion before the end of February, 1978, the Liberal 
members wish to state that we are prepared, should the Premier request, to 
give extensive and detailed reasons for the views expressed above. 


In the meantime, the Liberal members believes only two matters require 
further comment at this time. 


The first concerns the circumstances under which the Premier asked the 
Committee to express its opinion on the contracts in question. The Committee 
discovered on the first day of its hearings that the Denison contract was 
subject to Order-in-Council approval, which order must issue by February 28 
next. The Committee did not discover, until its hearings on this issue had 
been virtually concluded, that this date was an eleventh-hour addition in order 
to extend a Denison ultimatum, placed on November 12, 1977, that if the 
Order-in-Council did not issue by December 15, 1977, Denison would consider 
that contract null and void. As a price for such extension, Denison demanded, 
and Hydro perforce agreed, that Hydro pay interest charges on capital monies 
expended by Denison prior to February 28, 1978, to expand its production 
capacity at Elliot Lake. Such interest charges are not provided for in the 
contract and the Committee is informed they entail an additional cost to 
Hydro of $820,000. 


Moreover, the Committee only discovered at the end of its hearings on 
these contracts that this extension of time and additional cost flowed from a 
decision by the Premier, apparently some time in November, that the Denison 
contract should be considered by this Committee before the Order-in-Council 
issues. 


The Liberal members wish to state that if we had been apprised of these 
facts, it is very questionable whether, without specific order of the legislature, 
we would have acceded to the Premier’s request of December 19, 1977, to 
favour him with the opinion herein expressed. The Liberal members are under 
no illusions that the contracts we have been asked to consider are, in the final 
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analysis, Government contracts in which Ontario Hydro has been but the 
bargaining agent. The Government must take the responsibility for them and 
the Government must govern. The Liberal members note that the Denison 
contract was signed and approved by Hydro as of September 12, 1977, but 
with no stipulation of time as to when the Order-in-Council had to issue. 
The Government had ample time to consider and decide the matter before this 
Committee was in a position to review it—indeed, before this Committee was 
even established by Order of the Legislature. Alternatively, the Government 
could have sought redress in the courts when faced with Denison’s ultimatum 
of November 12. In any event, the Liberal members reject, as unnecessary 
and imprudent, the Premier’s decision to bargain for an extension of time at 
the inordinate cost of $820,000. 


The second matter that required comment at this time is the misconception 
held by many that if the Denison contract is not approved by February 28, 
1978, ‘‘the lights will go out” in Ontario a few years down the road. 


As the Liberal members have already noted, the Denison contract would 
contribute little to Hydro’s uranium needs in the short-term (15 years). To 
meet the shortfall Hydro faces for this period, supplies from other producers 
must be secured and they will be needed whether the Denison contract is 
approved or not. 


Over the longer-term, it is clear from the evidence before the Committee 
that unless major new discoveries of uranium are made in Canada, there will 
not be enough proven reserves to permit exports for the period after 1995. 
Federal Government policy is committed to maintaining enough uranium in 
Canada for foreseeable domestic use, and while the Committee is critical of 
Federal policy concerning domestic price and production, we feel no government 
of Canada would dare go against the national interest concerning domestic 
supply. The Liberal members therefore makes two observations; first, that if 
no new deposits of uranium are found and exports have to be stopped, the 
producer demand that domestic utilities pay “world price’ will disappear; 
secondly, that if major new deposits are found—and they will have to be 
major—then the current panic over tight supply, and its corollary of high 
prices and exorbitant profits, will also disappear. 


Ray HaGceErtTy, M.P.P. 
VINCE KERRIO, M.P.P. 
ROBERT Nixon, M.P.P. 
JULIAN REED, M.P.P. 
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MOTION AND SUPPORTING ARGUMENTS 
OF THE COMMITTEE MEMBERS REPRESENTING 
THE NEW DEMOCRATIC PARTY 


MOTION 


Ms. Gigantes (Carleton East) moves that this Committee recommend no 
Orders-in-Council be signed on the Denison contract, that the government and 
Hydro look immediately to filling its near term uranium needs and that the 
government of Ontario prepares a proper negotiating position for the acquisi- 
tion of the Denison uranium resources for our long-term needs. 


SUPPORTING ARGUMENTS 


The New Democratic members of the Committee have concluded that 
the proposed contracts with Denison Mines Ltd. and Preston Mines Ltd. are 
not in the public interest. The contracts were toughly negotiated and skillfully 
drafted, but they could not, and do not, compensate for the limitations placed 
upon them by the policy directives of the provincial and federal governments. 


We support the basic objective of the contracts—to provide a supply of 
uranium at the cheapest possible price to fuel the $14 billion investment in 
existing and committed nuclear generating stations—but we do not believe that 
the contracts assure this. Moreover, we feel there is a second, equally important, 
objective—that our uranium resources, which rightfully belong to the people 
of Ontario, should be used for the maximum contribution to the industrial 
development of the province by providing consumers with the lowest possible 
energy prices. In short, a continued fulfillment of the Ontario tradition of 
power at cost. 


We are convinced that acquisition of the shares or assets of Denison Mines 
is the best and cheapest way to meet both these objectives. 


The tragic fact is that the government of Ontario has consistently rejected 
the opportunity to acquire proven uranium ore bodies at Elliot Lake. At 
precisely the time when Denison Mines Ltd. was attempting to sell its Elliot 
Lake reserves in 1973, Task Force Hydro recommended that Ontario Hydro 
consider acquiring control of a uranium mine complex. On December 10, 
1973, George Gathercole, chairman of Ontario Hydro, wrote to the Minister 
of Energy: “In our view we should proceed with the purchase of the uranium 
assets at Denison Mines which are understood to have the largest low-cost 
reserves available, as quickly as possible’. Following that, on June 4, 1974, 
J. G. Matthew, Manager of Fuels and Supply Resources Development at 
Hydro wrote: ‘‘Acquisition of the Denison reserves is the key to Ontario Hydro’s 
bargaining position now and in the future’. Then, in 1975, after a thorough 
investigation, Project Wellesley reported that ‘‘there is a significant absolute 
dollar saving in acquiring the company” and “‘it is recommended that Ontario 
Hydro enter into negotiations to obtain a majority interest in Denison Mines 
Ltd. through the purchase of shares’. In addition to the more than $300 
million in advance payments to Denison and Preston under the proposed 
contracts, Project Wellesley noted that profits from the existing Japanese 
contracts would offset the acquisition costs of Denison Mines Ltd. 
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Finally, the staff of the Select Committee has demonstrated in February 
1978, that the basic economics have not changed since Project Wellesley was 
completed. What was economically advantageous in 1975 remains economically 
advantageous in 1978. The case for acquiring Denison Mines is as compelling 
today as it was five years ago. 


Admittedly, the uranium market situation has changed, but we have 
significant powers within the provincial jurisdiction to strengthen our bargaining 
position in negotiations with Denison, if there is the will to use them: 


1. We have the power under Section 113 of the Ontario Mining Act 
to refuse to grant export permits for unrefined uranium. 


2. We have the power to raise the annual acreage fee for mining 
leases on Crown lands to a level that would wipe out Denison’s 
windfall profits. Denison presently pays the absurdly low fee of 
$5,173.99 per year for the right to mine 2,874 acres of provincial 
land, and additional $87.74 per year for surface rights to 87.42 
acres and an annual tax of $1,790.52 on 895.26 acres that the 
company owns outright. That adds up to only $7,052.25. 


3. We have the power to raise provincial mining taxes to a level that 
would wipe out windfall profits. 


4. Finally, we have the power to terminate Denison’s mining leases, 
most of which come up for renewal in 1986. 


With these powers as levers, we would move to acquire ownership of 
Denison Mines Ltd. We reject the proposal that the Federal government 
should have an exclusive role in the pricing and disposition of uranium. We 
firmly believe that the Province of Ontario should exercise its legitimate 
control over this crucial natural resource—for which Ontario is the major 
domestic consumer. 


There is no immediate urgency to sign the Denison contract. The first 
deliveries under the Denison contract will not take place until 1980. By 1984 
there will be only 3.7 million pounds delivered and by 1990 only 15.9 million 
pounds delivered. Therefore, the Denison contracts do not meet our short-term 
needs. In fact, there is an immediate short-fall of 10 million pounds not 
covered by the contracts which Hydro must fill through borrowing from the 
federal uranium stockpile or spot purchases on the international market, in 
either case at world price. Because this is the situation even under the contracts, 
there is time to work out the details of acquisition. 


The government has resisted the purchase of Denison’s uranium assets 
because such a move is in conflict with its political philosophy. That was 
asserted as far back as 1973; and it was reiterated as recently as January 11, 
1978 by the Minister of Energy. 


The acquisition of Denison Mines Ltd. makes good business sense. In 
testimony before the committee, both Sinclair Stevens, Conservative M.P. and 
L. H. Roddis, Jr., former president of Consolidated Edison, amongst others, 
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confirmed that the acquisition of fuel resources is a highly desirable means for 
a utility to secure its long-term supplies. 


Our conclusion is that the acquisition of Denison’s uranium resources would 
provide Ontario Hydro with a long-term supply of uranium at prices sub- 
stantially below those offered under the proposed uranium contracts. We feel 
that given the desirability of such an acquisition, it would be a denial of the 
public interest for the Ontario government to proceed in any other way. 
Anything else would be bad business. 


Jim EouLDS, AMLPPI 

EVELYN GIGANTES, M.P.P. 
DONALD MACDONALD, M.P.P. 
GEORGE SAmIs, M.P.P. 
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APPENDIX I 


MEMBERS CHAIRMAN 


bees] 
George Ashe, M.P.P. Donald C. MacDonald, M.P.P. 
J. Albert Belanger, M.P.P. Y f 
Jim Foulds, M.P.P. 4 
=, cry) 
Narra? 


Evelyn Gigantes, M.P.P. COUNSEL 


Ray Haggerty, M.P.P. Ontario Alan M. Schwartz 
Terry Jones, M.P.P. LEGISLATIVE ASSEMBLY 

Vince Kerrio, M.P.P. 

Nicholas G. Leluk, M.P.P. SELECT COMMITTEE ON ONTARIO HYDRO AFFAIRS CONSULTANT 
Ronald K. McNeil, M.P.P. eects 


: Room 440, Main Parliament Building 

F.N , M.P.P. nat 

aes ey p Queen's Park, Toronto M7A 1A2 

eumars eee) WEF Telephone 965-1060 

George R. Samis, M.P.P. CLERK 


John Williams, M.P.P. Andrew Richardson 


February 22, 1978 


The Honourable W.G. Davis, Q.C., 
Room 281, 

Legislative Building, 

Queen's Park, 

LORON TO, Ontario. 


Dear Premier: 


In response to the request contained in your letter of 
December 19th, 1977 the Select Committee on Ontario Hydro 
Affairs held numerous meetings in order to confirm that approving 
the Ontario Hydro uranium contracts is in the best public interest. 
The Committee approached its task with vigour and, in the period 
available, conducted a thorough examination of the issues. At 
the conclusion of the hearings, Committee Counsel, Alan Schwartz 
and Consultant, James Fisher, presented their summary and 
Synthesis of the evidence presented to the Committee along with 
their conclusion that the issuing of orders in council approving the 
contracts is in the best public interests. 


Following the staff presentation, the Committee how- 
ever, did not pass any of the several Motions placed before it. I 
should note that it was evident from both the voting patterns and 
discussions that seven members of the Committee felt that they 
were unable to confirm that approving the contracts is in the best 
public interest while six members of the Committee felt that they 
could so confirm that approval is in the best public interest. 


The reasons for the various views expressed by the 
Committee members will be contained in a brief report which 
will be tabled in the Legislature at the earliest possible moment. 


Yours very truly, 


Beas 


DCM/I1f Donald C. MacDonald 
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